





BULLETIN OF THE 
SCHOOL OF EDUCATION 
INDIANA UNIVERSITY 





BLOOMINGTON, INDIANA 





MARCH, 1940 





Entered as second-class mail matter September 30, 1924, ¢ 
Bloomington, Indiana, under the Act of August 24, 1912. Publi 


the University Office, Bloomington, Indiana 


hed quarterly 


at the postoffice at 


from 





State Control of 
Public School Finance 


BY 


RALEIGH WARREN HOLMSTEDT 


Bureau of Codperative Research, Indiana University 
School of Education 
HENRY LESTER SMITH, Director 


MERRILL T. EATON, Assistant Director 











Price, 50 cents 


For sale by the Indiana University Bookstore, 


Bloomington, Indiana 


The contents of this issue are listed in the following: 
Loyola Dige st 
W ilse n Ed scatio? Inde 4 











BULLETIN OF THE SCHOOL OF EDUCATION 
INDIANA UNIVERSITY 


State Control of 
Public School Finance 


BY 


RALEIGH WARREN HOLMSTEDT 


Published by the 
BUREAU OF COOPERATIVE RESEARCH 


Indiana University 











TABLE OF CONTENTS 


Chapter 


I. 


INTRODUCTION 


Definitions 


THE BASES OF STATE CONTROL OF SCHOOL FINANCE 
Education as a State Function 
Legal Bases of State Control of School Finance .. 


Summary 


THE NATURE AND PURPOSES OF STATE CONTROL OF 


SCHOOL FINANCE 
Forms of State Control 
Purposes of State Control 


Summary . 


\LLOCATION OF CONTROL IN SCHOOL FINANCE 
Bases for the Allocation of Controls. 
Summary 
CONCLUSIONS. 
Basic Principles 
Summary of Criteria 


Lines of Progress. 


BIBLIOGRAPHY 


(3) 


18 
19 
oT 


af 

37 
38 
39 
50 





LIST OF TABLES 


Table PAGE 


I. Controls of public school finance incorporated in state constitutions. 22 


Il. Statutory controls in school finance 23 


III. Controls of school finance exercised by state officials and boards.... 25 





State Control of Public School Finance 


CHAPTER I 
INTRODUCTION 


THE problems of administrative control in public affairs are be- 
coming increasingly acute. In recent years there has been a marked 
expansion in governmental services accompanied by multifold expend- 
iture of public funds. Older governmental functions and services have 
been developed, in many instances, far beyond the expectations of 
those who initiated them and a large number of new functions and 
services have been added. The financial support of these activities has 
greatly increased the taxpayer’s burden. In addition, there has been 
imposed upon public administrative agencies a task which has developed 
many stresses and strains in the general structure of government. 
There have been numerous situations in which the existing agencies 
have been inadequate to perform the duties thrust upon them and un- 
able to render the services undertaken by the government. 

The basic causes of these problems are not difficult to discern. 
Government in the United States developed with a large emphasis on 
local support and control of public affairs. There was little demand 
for public services other than those directly concerned with the tradi- 
tional functions of government. It was generally believed that that gov- 
ernment governed best which governed least. Citizens were expected 
to provide for their individual needs with a minimum of aid or inter- 
ference from the state. Many of the social, economic, and political 
problems with which government is now confronted did not exist in the 
simple frontier society and were not anticipated. There was little need 
for many types of technical administrative service now required by the 
wide variety of functions and services recently undertaken by federal, 
state, and local governments. Administrative officers were elected by 
popular vote and the people exercised a large measure of direct con- 
trol over both the legislative and administrative functions of govern- 
ment. Because of the isolation of many communities and the lack of 
effective means of communication, local units of government enjoyed a 
large measure of independence from state regulation. For the same 
reasons, these local units were small in area and limited in financial re- 
sources, a condition which necessarily restricted governmental activities 
to those of purely local concern. Obviously, such an organization should 
prove to be inadequate to cope with the responsibility for administering 
and supporting the vastly increased functions which modern government 
must perform. Furthermore, many of the problems which government 
must consider have ceased to be local in character and must be attacked 
on a state and national basis if any effective solutions are to be found. 
Localities are unable to secure the revenues necessary to support the 
greatly increased services or to provide efficient agencies for administering 
them. Because of these conditions, the state and federal governments 
have assumed many new functions and in addition have either relieved 
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lecal‘t’es of the’r responsibilities or have subjected them to increasing 
reculat'on and restriction. 

‘the inevitable treakdown of local government, with the attendant 
centralization of control and support of governmental functions in state 
and federal agenc’es, is not a product of the post-war decades. The 
trend was evident at the beginning of the century and was only acceler- 
ated by the soc‘al, economic, and political problems growing out of the 
war and the depression. The problems of centralization were noted in 
several early studies' and in recent years have received much attention 
from students of government. Adequate solutions to these problems are 
still lacking, despite the attention given to them, and a number of 
controversial issues have developed which involve changes in both the 
fundamental theory of government and the administrative organization 
for conducting public affairs. The most effective allocation of authority 
and responsiblity among the various units of government, the devel- 
opment of equitable and adequate measures for securing revenue, and 
the organization of efficient administrative agencies are problems as 
yet largely unsolved. 

There are several factors which are obstacles to the development 
of efficient control of public services. Traditional American democracy 
emphasizes the right of citizens to participate in the formation of public 
policy and to have the opportunity to hold public office. Local initiative 
and home rule are the foundation stones of our form of government. 
In consequence, there has been much public opposition to the trend toward 
centralization of governmental functions in agencies removed from the 
direct control of the people and to the development of a trained admin- 
istrative personnel which would tend to eliminate the common citizen 
from public office. Furthermore, there is a strong reluctance on the 
part of the public to change the structure of government, however ineffi- 
cient and inadequate it may be, with the result that there has been but 
little fundamental reorganization in government. 

Another factor of importance is the lack of tested experience in 
public administration. Social and economic change has been so rapid 
that there has been little time to analyze the attendant problems or to 
evaluate the wide variety of schemes devised to meet them. States and 
localities have met their problems as best they could with little in the 
way of precedent or principle to guide them. The result is a hodge-podge 
of goyernmental machinery in which the relationship of different units 
is poorly defined and the allocation of administrative responsibility and 
authority among the various agencies is frequently indefinite and 
conflicting. 

A third hindering factor has been the inadequacy of state govern- 
ment to assume new and broader administrative responsibilities. Con- 
stitutional restrictions and an administrative organization devised to 
exercise only the traditional routines of government have tended to 
prevent the development of efficient administration of public services by 
the state. The constitutional limitations placed on the federal govern- 
ment have necessitated that the states assume the major responsibility 

! Fairlie, J. The Centralization of Administration in New York State. 


Rawles, W. A. Centralizing Tendencies in the Administration of Indiana. 
Webster, W. C. Recent Centralizing Tendencies in State Educational Administration. 
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for governmental services to the people, but there is little uniformity 
among the states in either the extent of these services or the methods 
for providing them. 

The fourth factor which has hindered the development of efficient 
administration of public services has been the difficulty of securing suffi- 
cient revenues to finance them. Local sources of revenue soon proved to 
be inadequate for the expanding business of government. The property 
tax, which has long served as the principal source of financial support, 
became increasingly inequitable as well as insufficient to bear the grow- 
ing burden of public expenditures. The necessity for shifting a large 
portion of the cost of government to new sources of revenue has given 
rise to a number of problems concerning the allocation of responsibility 
for and control over the functions and services involved. The close 
relationship of administrative control to the source of revenue has been 
a major factor in the centralization of administration. Since various 
types of income, business, and sales taxes are available only to the state 
as a taxing agency, the utilization of these sources of revenue for 
support of services formerly financed from local property taxes has 
resulted in a marked increase in state control over the expenditure of 
the funds. In order to secure financial aid from the state, local units 
of government are usually required to meet some standard of service 
set up by the state and to submit their business transactions to state 
supervision or regulation. While the optimum bases for the allocation 
of administrative authority and responsibility for enterprises jointly 
financed by the state and the locality have not been determined, there 
is no question but that state support has been one of the more important 
factors in the shift of administration from local to state agencies. 

Public education has been an outstanding example of the trend 
toward centralized control and support. While the constitutions of the 
various states placed the responsibility for public education upon the 
legislature, the school developed as a local enterprise financed largely 
from local tax sources and controlled by local officials. There was a 
minimum of regulation and supervision from the state. As enrollments 
in the schools increased and the educational program was extended, local 
units experienced increasing difficulty in financing the schools. Likewise, 
the inability of local administration to cope with the problems of educa- 
tion incident to a rapidly changing society became apparent. Since 
education had long been regarded as indispensable to the preservation 
of the democratic state and to the maximum development of the indi- 
vidual, it was inevitable that the state should become increasingly con- 
cerned with the public school system. State grants-in-aid bolstered up 
the tottering finances of local school districts and more and more 
direct control was exercised by the state over various phases of the 
public school program. 

As in other functions of government, the centralization of control 
and support of schools has developed in a haphazard fashion. Conditions 
have varied greatly from community to community and from state to 
state. While many sections of the country were still in a primitive 
frontier stage, others were well advanced in their commercial and in- 
dustrial development. There was little uniformity in the structure of 








8 BULLETIN OF THE SCHOOL OF EDUCATION 


state and local governmental units. Division of responsibility for sup- 
port and control of the public schools between the various administrative 
units showed little conformity to any commonly accepted design or 
standard. As problems of support and administration of schools arose, 
solutions were formulated by state and local authorities with little refer- 
ence to precedent, principles, or tested criteria. The shift from local 
responsibility and home rule to state support and control proceeded on 
an uneven front and with varying degrees of effectiveness. At present 
some states, such as North Carolina, Delaware, and West Virginia, have 
highly centralized systems of state school administration and support, 
while at the other extreme are such states as Nebraska and Kansas, 
where public education is still a local enterprise with little or no state 
support and a minimum of state regulation and supervision. 

The centralization of administration has been extended to all phases 
of public education. Compulsory education requirements, length of school 
term, requirements for teacher training, teacher tenure, curricular re- 
quirements, selection of textbooks, standards for instructional supplies 
and equipment, and standards for school buildings are phases of the 
educational program over which state administrative officers or the 
legislature exercises varying degrees of control. In connection with the 
administration of school finance, states have set up a multitude of 
regulations and restrictions. Tax rates are limited, accounting and 
budgeting procedures are prescribed, the authority of local officials to 
incur debt is limited as to purpose and amount, budgets are examined 
and approved by state officials, varying degrees of control are exercised 
over the expenditure of state school funds, state salary schedules regu- 
late the pay of teachers, and a wide variety of requirements, restric- 
tions, and regulations pertaining to other phases of financial administra- 
tion are imposed upon local school officials. Much of this centralization 
of control of education has occurred without reference to any com- 
monly accepted criteria or principles and little attempt has been made 
to evaluate the various types of administrative control in terms of their 
ultimate effect upon educational programs. Educational efficiency and 
financial economy have frequently been sacrificed to political expediency. 
The general antagonism to any fundamental change in the governmental 
structure has operated more in public education than in any other func- 
tion of government to prevent any thorough reorganization of adminis- 
trative machinery. Under such conditions it is to be expected that many 
controversial issues should arise and that problems should develop, the 
solution of which would have profound effect upon public education. 

Financial administration necessarily affects all phases of public 
school work. Lack of efficiency and economy in the handling of school 
money is necessarily reflected in lowered standards of educational serv- 
ice as well as in the bringing about of waste of public funds. Unless 
the authority and responsibility for raising and expending school revenues 
are definitely allocated in terms of sound principles of administration 
and are codrdinated with the administration of the instructional pro- 
gram, it will be hardly possible to develop an efficient school system. 
For these reasons it is highly essential that the various types of admin- 
istrative controls in school finance be carefully evaluated in terms of 
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their effect upon the work of the school; otherwise there are certain to 
be many instances of serious retardation of educational progress. 

It is the purpose of this study to examine present practices in the 
administrative control of school finance, particularly with reference to 
control by the state; to formulate principles and criteria for the alloca- 
tion of administrative authority and responsibility in school finance; 
and to evaluate present state controls over school finance in terms of 
principles and criteria which are basic to the efficient administration 
of the public schools. As has been indicated in the previous discussion, 
there have been many recent developments in the centralization of ad- 
ministrative control of public schools, particularly in the realm of 
finance. There is still much to be done in this field, however, and an 
evaluation of administrative practices now in operation should be of value 
in further development of effective financial controls. There have been 
a number of previous studies of various aspects of the problems of state 
control in school finance, particularly of the legal bases for such control.’ 
It is not intended to duplicate these studies except to bring the analyses 
up to date in those areas where recent changes have occurred. It is 
rather the purpose of this study to examine the problem as a whole and, 
in the light of fundamental theory of public school administration, to 
formulate a set of principles and criteria which may be accepted as 
sound bases for future progress in the administration of school finance 
and for the evaluation of present practices. 


DEFINITIONS 


“Control” as used in this study refers to the various means which the 
state employs to administer, supervise, and regulate the financing of 
public schools. It includes legal controls as expressed in the constitution, 
the statutes, and court decisions, and administrative rules, regulations, 
and procedures which directly or indirectly affect school revenues and 
expenditures. 


2?Campbell, R. G. State Supervision and Regulation of Budgetary Procedure in 
Public School Systems. 

Garber, L. O. The Legal Implications of the Concept of Education as a Function of 
the State. 

Schroeder, H. H. Legal Opinions on the Public School as a State Institution. 

Smith, J. H. Legal Limitations on Bonds and Taxation for Publie School Buildings. 

Soper, W. W. Legal Limitations on the Rights and Powers of School Boards with 
Respect to Taxation. 

Strayer, G. D., Jr. Centralizing Tendencies in the Administration of Public Edu- 
cation, 

Yakel, R. The Legal Control of the Administration of Public School Expenditures. 








CHAPTER Il 
THE BASES OF STATE CONTROL OF SCHOOL FINANCE 


ANY endeavor to determine the optimum allocation of administra- 
tive powers between state and local school units should begin with a 
consideration of the legal bases of such powers and the manner in which 
they evolved. The law concerning the authority over and responsibility 
for education is well established. Practically all state constitutions make 
some provisions for education. Problems and controversies incident to 
the development of extensive systems of public schools have come before 
the courts in numerous cases. Many of these cases have been concerned 
with the distribution of administrative authority and responsibility and 
the courts have found it necessary to formulate the principles basic to 
administrative control. 

It is the purpose of this chapter to review briefly the law pertaining 
to the authority of the state in educational matters, particularly with 
respect to control of school finance.’ The problem to be considered here 
concerns what controls the state may exercise and the legal bases of 
such controls rather than the manner in which the control is exercised 
directly by the state or delegated to local school administrative agencies. 


EDUCATION AS A STATE FUNCTION 


That education is essential to the preservation of social institutions 
as well as to the promotion of the public good has long been recognized 
by philosophers and statesmen. Since the time of Aristotle, students of 
political and social problems have emphasized the significance of edu- 
cation as a fundamental factor in cultural progress.’ It is only natural 
that with the formation of national states, particularly those founded on 
the democratic theory of government, increased attention should be given 
to education as a means to promote national interests and ideals.’ 
While a considerable period of time was required to establish education 
as a fundamental element in public policy, the trend toward the present 
systems of public education has been continuous for over two centuries. 

In America the first legislative expression recognizing the need 
for education was the famous Massachusetts Law of 1642, followed 
five years later by the requirement that every town of 50 householders 
provide a teacher of reading and writing and that every town of 100 
householders provide a grammar school. From this meager beginning 
has evolved the most extensive system of public schools of modern 
times. 

The founders of the American government had profound regard 
for education and insisted on the necessity of an educated citizenry if 

1 For more detailed analyses see: 


Edwards, N. The Courts and the Public Schools. 

Garber, L. O. The Legal Implications of the Concept of Education as a Function of 
this State. 

Schroeder, H. H. Legal Opinion on the Public School as a State Institution. 

Soper, W. W. Legal Limitations on the Rights and Powers of School Boards with 
Respect to Taxation. 

Weltzen, J. F. The Legal Authority of the American Publie School. 

Yakel, R. The Legal Control of the Administration of Public School Expenditures. 

2 Schroeder, H. H., op. cit., pp. 11-20. 

* Reisner, E. H. The Evolution of the Common School, ch. XII. 
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American democracy were to prosper. Benjamin Franklin, George Wash- 
ington, John Adams, and Thomas Jefferson were all strong advocates 
of education as the foundation of popular government. Many other 
leaders of the time expressed similar views.’ In a letter to Washington 
in 1786, Jefferson stated: “It is an axiom in my mind that our liberty 
can never be safe but in the hands of the people themselves, and that, 
too, of a people with a certain degree of instruction. This is the business 
of the state... .” A similar view was expressed by John Adams when 
he wrote: “The whole people must take upon themselves the educa- 
tion of the whole people and must be willing to bear the expense of it. 
There must not be a district of one mile square without a school in it, 
not founded by a charitable individual but maintained at the expense 
of the people themselves.” 


Although the federal Constitution made no mention of education, 
the germ of the ideal of education for all did not die. Public leaders 
continued to urge the need for general enlightenment and the necessity 
for providing it at public expense if it were to be available for all 
citizens. The subject of education was given much consideration in the 
state constitutional conventions. Garber has summarized the references 
to education in the debates and proceedings of the constitutional con- 
ventions of 24 states. He concludes that: “A great majority of the 
delegates of these conventions felt that it is the duty of the state to 
establish and maintain a system of public schools for the purpose of 
educating its citizens. This view of the matter was justified on the 
following grounds: (1) in a democracy the safety and existence of the 
state depends upon the education of the people; (2) education is essential 
to the economic well-being of the state; (3) a system of public schools 
is the most effective agency at the disposal of the state for the elimina- 
tion of such social evils as crime and pauperism; (4) the education of the 
child is a natural right of the individual and it is the duty of the state 
to educate children for their own welfare as well as for the welfare of 
the state. Only a very few delegates looked upon education as a private 
duty and felt that the state should make no attempt to educate its 
citizens.’”” 

There was wide difference of opinion among the framers of state 
constitutions as to the extent or amount of education which should be 
provided free by the state. It is apparent, however, that the ideal of free 
public education had well permeated the political thinking of the gen- 
eral population, for no doubt these delegates were guided by prevailing 
public opinion of the time. 

Amidst the adverse conditions of the frontier and against consid- 
erable public opposition, the ideal of free public education slowly took 
the form and substance of a system of tax-supported schools." But the 
trend was inexorable, for education was so fundamentally an element in 
the American ideal of democracy, and the need for an enlightened citi- 
zenry so apparent if the struggling nation should survive, that it was 
inevitable that education be accepted as one of the basic functions of the 

‘Knight, E. W. Education in the United States, ch. VI. 

5 Garber, L. O. The Legal Implications of the Concept of Education as a Function 


of the State. Distributed by the University of Chicago Libraries, Chicago, 1934, p. 13. 
® Knight, op. cit., ch. IX-X. 
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democratic state. Probably no other tradition is more firmly established 
in the minds of the people and no other principle so deeply entrenched 
in American polity as is free, universal education. 


LEGAL BASES OF STATE CONTROL OF SCHOOL FINANCE 


Constitutional provisions for education.—The Constitution of the 
United States makes no provision for education. The framers of the 
Constitution apparently could not agree that responsibility for the de- 
velopment and administration of education should be assumed by the 
national government. The tenth amendment, passed in 1791, reserved 
to the states or to the people all those powers not specifically delegated 
to the United States by the Constitution or prohibited by it to the states. 
By implication, this act made education the exclusive responsibility of the 
states or of the people. 

There had been considerable development in the trend toward the 
publicly supported and controlled school prior to the formation of the 
national government. In New England the town authorities had grad- 
ually eliminated the church as a major agency for education. Cubberley 
states: “So important was this New England evolution and contribution, 
and so fully did it fit in with the changing conditions of the period, that 
by the time our national government and the different state governments 
were established, the states were becoming ready, in principle at least, 
to accept the theory thus gradually worked out in New England that 
schools were state institutions and should be regarded as instruments 
of the state.’” 

The first state constitutions made but general provisions for educa- 
tion. The problems of general government were so acute, the conditions 
of the frontier were so adverse, and the people felt so little the need for 
extensive education that relatively little attention was given to education 
during the early period of national development. The foundations were 
laid, however, and it was only a matter of time until great changes in 
social, political, and economic institutions of the United States were to 
require more concrete provisions for realizing the principles expressed 
in the early constitutions. 

All present-day state constitutions include one or more provisions for 
education. Directly or by implication practically all of these constitutions 
place upon the state legislature the responsibility for promoting educa- 
tion.” Typical of such provisions are the following: 

“The General Assembly shall provide for a thorough and efficient 
system of free schools whereby all children of this state may receive a 
good common school education.’” 

“The General Assembly shall provide for the maintenance and sup- 
port of a thorough and efficient system of public schools, wherein all 
children of the commonwealth above the age of six years may be edu- 
cated, and shall appropriate at least one million dollars each year for 
that purpose.” 


Cubberley, E. P. State School Administration. Houghton Mifflin Company, New 
York, 1927, p. 6. 
§ Lide, E. S. Constitutional Basis of Public School Education, p. 3. 
* Illinois, Constitution of 1870, Article 8. 
%” Pennsylvania, Constitution of 1878, Article X. 
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“A general diffusion of knowledge and intelligence being essential to 
the preservation of the rights and liberties of the people, the General 
Assembly shall establish and maintain free public schools for the gra- 
tuitous instruction of all persons in this state between the ages of six 
and twenty years.” 

“The Legislative Assembly shall provide at its first session after the 
adoption of this constitution for a uniform system of free public schools 
throughout the state, beginning with the primary and extending through 
all grades up to and including the normal and collegiate course.”” 

While not all state constitutions charge the legislature with the 
responsibility for establishing schools in such mandatory terms as those 
quoted above, in controversies which have arisen over the control of 
education the courts have held practically without exception that the 
control of education is one of the sovereign powers of the state. It 
follows that the state’s power should be expressed through the acts 
of the legislature. 

The courts have been called upon frequently to interpret the funda- 
mental law pertaining to the control of school affairs. In a long line of 
decisions it has been held that education is a function of the state and 
that it is one of the attributes of sovereignty. In this respect it is 
similar to the police power, the power to administer justice, and the 
power to tax. This point is well illustrated in frequently quoted 
excerpts from leading court cases: 

“The public school system is a matter of state, and not local, concern, 
and the matter of the establishment, maintenance and control of the 
public schools is a legislative function. ... The exercise of the taxing 
power to promote a system of public schools for all the counties does not 
infringe upon the right of local self government, because a public school 
system, like a highway system, a penal system, or a matter of public 
health, is not of purely local, but of state, concern. The state is tlie unit, 
and the legislature is the state’s source of legislative power, fro: which 
flows the mandate of the state.”” 

“Education belongs to the state. It is no part of local self govern- 
ment, inherent in the township or municipality except so far as the 
legislature may choose to make it such.’”™ 

“And we have seen that common schools as a whole are made a 
state institution—a system coextensive with the state, embracing within 
it every citizen, every foot of territory, and all the taxable property in 
the state.” 

“Under our system, every common school in the state, whether 
located in a city or in the country, is a state institution, protected, con- 
trolled, and regulated by the state.” 

“Education is one of the functions of government, and the public 
school system is a department of the government.’” 

“The duty of providing for the education of the children within its 
limits, through the support and maintenance of public schools, has always 

1 Missouri, Constitution of 1875, Article XI. 

® North Dakota, Constitution of 1889, Article VIII. 

13 State v. Meador, 284 S.W. (Tenn.) 890. 

1 Attorney General v. Board of Education, 99 Mich. 404. 

' City of Lafayette and Martin v. Jenners, 10 Ind. 70. 


% Board of Education of Jefferson County v. Board of Education of Louisville, 206 
S.W. 869. 


™ Herold v. Parish Board of School Directors et al., 1386 La. 1034, 68 So. 116. 
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been regarded in this state in the light of a governmental duty resting 
upon the sovereign state. It is not a duty imposed by constitutional 
provision but has always been assumed by the state; not only because 
the education of youth is a matter of great public utility, but also and 
chiefly because it is one of great public necessity for the protection and 
welfare of the state itself.”" 

Many other court decisions may be quoted in which principles similar 
to those quoted above are enunciated. Both in legal theory and by con- 
stitutional provision, there is no exception to the principle that education 
is not only a function of the state, but a duty as well. It follows that 
the state is practically unlimited in its power to exercise control over 
education.” 


Authority of the state legislature over education.—State constitu- 
tions directly or by implication require the state legislature to establish 
and maintain schools. Except as restricted by the constitution itself, the 
legislature has unlimited discretion in carrying out the mandate. The 
powers of the legislature are not limited to those expressly conferred 
upon it by the constitution, but rather are subject to only those restraints 
specifically enumerated by it. All courts have sustained this as a general 
rule of constitutional construction. An excellent statement of this prin- 
ciple is found in a New York decision: 

“The people, in framing the constitution, committed to the legisla- 
ture the whole law making power of the state, which they did not 
expressly or impliedly withhold. Plenary power in the legislature for 
all purposes of civil government is the rule.’” 

The authority of the state legislature to determine educational policy 
and to control the public school system is clearly stated by the Supreme 
Court of Indiana in the case of State v. Haworth: “Essentially and in- 
trinsically the schools in which are educated and trained the children who 
are to become the rulers of the commonwealth are matters of the state 
and not of local jurisdiction. In such matters the state is the unit and the 
legislature the source of power. The authority over schools and school 
affairs is not necessarily a distributive one to be exercised by local in- 
strumentalities; but, on the contrary, it is a central power residing in 
the legislature of the state.’”' 

The legislature is supreme, subject only to constitutional restrictions, 
in the exercise of its authority over schools. Edwards states the follow- 
ing conclusions and cites a number of court decisions in their defense:” 

From what has been said, it is obvious that, subject to con- 
stitutional limitations, the state legislature has plenary power 
with respect to matters of educational policy. In the absence of 
constitutional prohibitions, the ends to be attained and the means 


to be employed are wholly subject to legislative determination. 
The legislature may determine the types of schools to be estab- 


4% Bissell v. Davison et al., 65 Conn. 183, 32 Atl. 348, 29 L.R.A. 251. 

" For comprehensive exposition of this point see: 

Edwards, N., op. cit., ch. I. 

Garber, L. O., op. cit., ch. IL. 

Schroeder, H. H., op. cit., pp. 22-36. 

* People v. Draper, 15 N.Y. 532. 

1 State v. Haworth, 122 Ind. 462. 

2 Edwards, N. The Courts and the Public Schools. University of Chicago Press, 
Chicago, 1933, pp. 5-6. 
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lished throughout the state,* the means of their support,; the 
organs of their administration,f the content of their curricula,§ 
and the qualifications of their teachers. Moreover, all these 
matters may be determined with or without regard to the wishes 
of the localities, for in education the state is the unit and there 
are no local rights except such as are safeguarded by the 
constitution. 


* State v. Freeman, 61 Kan. 90, 58 Pac. 959, 47 L.R.A. 67; State Female 

Normal School v. Auditors, 79 Va. 233; In re Kindergarten Schools, 18 Colo. 

234, 32 Pac. 422, 19 L.R.A. 469. 

+ State v. Meador, 284 S.W. (Tenn.) 890; Miller v. Korns, 107 Ohio St. 
287, 140 N.E. 773; Sawyer v. Gilmore, 109 Me. 169, 83 Atl. 673; Miller v. 
Childers, 107 Okla. 57, 238 Pac. 204. 

t State v. Hine, 59 Conn. 50, 21 Atl. 1024, 10 L.R.A. 83; State v. Haworth, 

122 Ind. 462, 23 N.E. 946, 7 L.R.A. 240. 

§ State v. Haworth, 122 Ind. 462, 23 N.E. 946, 7 L.R.A. 240; Associated 

Schools of Independent District No. 63 v. School District No. 83, 122 Minn. 

254, 142 N.W. 825, 47 L.R.A. (N.S.) 200. 

Taxing power.—Taxing power is one of the inherent powers of 
sovereign governments; it is a function of the state and the state 
legislature is the branch of government which exercises that function. 
The Supreme Court of the United States has said: “Unless restrained 
by provisions of the Federal Constitution, the power of the state as to 
the mode, form, and extent of taxation is unlimited, where the subjects 
to which it applies are within her jurisdiction.’”” 

Regarding the authority of the legislature over matters of taxation, 
the Supreme Court has further stated that: “In the distribution of powers 
of government in this country into three departments, the power of 
taxation falls to the legislature. It belongs to that department to 
determine what measures shall be taken for the public welfare and to 
provide the resources for the support and administration of the govern- 
ment throughout the state and all its subdivisions. Having sole power 
to authorize the tax, it must equally possess the sole power to prescribe 
the means whereby the tax shall be collected and to designate the officers 
through whom it shall be enforced.’ 


The significance of taxing power and the necessity that it be care- 
fully safeguarded is well expressed in the often quoted statement of 
Justice Cunningham in a Kansas case: “The authority to levy taxes is 
an extraordinary one. It is never left to implications unless it be neces- 
sary implication. Its warrant must be clearly found in the act of the 
legislature. Any other rule might lead to great wrong and oppression, 
and where there is a reasonable doubt as to its existence the right must 
be denied. Therefore, to say that the right is in doubt is to deny its 
existence.” 

It follows that taxes levied for school purposes must be authorized 
by the legislature and are subject to such limitations and restrictions 
as the legislature may deem it advisable to place upon them. Since 
education is held to be a state function, the school tax is a state tax, 
levied and expended for a state purpose.” The state legislature may 
delegate to a local school district, or other local governmental agency, 
the power to levy taxes for school purposes, but this power must be 

3 Shaffer v. Carter, 252 U.S. 37, 40 S.Ct. 221, 64 L.Ed. 445. 

* Preston v. Sturgis Milling Co., 183 Fed. 1. 

*> Marion and McPherson Railway Co. v. Alexander, 63 Kan. 72, 64 Pac. 978. 
** City of Louisville v. Board of Education, 154 Ky. 316; Ford v. Kendall Borough 


School District, 121 Pa. St. 543; People v. Bartlett, 304 Ill. 283; Kennedy v. Miller, 97 
Cal. 429. 
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exercised in strict conformity with the provisions of the authorizing 
statute. School districts may be required to levy a tax and the state 
may stipulate the purposes for which the tax money collected by the 
school may be expended as well as regulate the distribution of the 
funds.” 

Briefly summarized, the argument presented in this section sustains 
the following conclusions: 

1. Taxing power is a sovereign power of the state, completely con- 
trolled by the legislature and unlimited except by the state constitution. 

2. Education is a state function and taxes levied for school purposes 
are state taxes. 

3. The state may delegate to local school districts the power to 
levy taxes for school purposes, but such power may be exercised only in 
conformity with the provisions of the authorizing statutes. The state 
may also require local school units to levy a tax for designated educa- 
tional purposes and may direct the method and manner for distributing 
the tax money collected. Likewise any delegated power to tax may be 
recalled. 

4. The state may mandate, regulate, or restrict school taxes in any 
manner the legislature may deem desirable, subject only to the provisions 
of the constitution. 


Powers of local school officials.—The state legislature has complete 
authority over and responsibility for edycation, subject only to con- 
stitutional restrictions. As a practical matter, however, it is impossible 
for the legislative body to administer education directly; it must dele- 
gate to administrative agencies the responsibility for carrying out its 
policies and confer upon such agencies the power to act for the state. 
Except where such agencies are created by the constitution and their 
powers designated therein, the legislature may select or create any 
agency it desires to administer schools.” 

The state may or may not create school districts as it desires. It 
may also abolish or change such districts at will and need not consider 
the desires of local residents in so doing.” The principle is well ex- 
pressed in an Arkansas case: 

“A school district is the creature of the legislature or some govern- 
mental agency created by the legislature. The legislature is primarily 
vested with the power to create school districts, and it may create or 
abolish a school district, or change the boundaries of those established 
for any reason that may be satisfactory to it. The legislature may do 
this without consulting and without obtaining the assent of those per- 
sons who reside in the territory affected.’” 

Since education is a function of the state, school officers are state 
officers; they are subject to the will of the legislature and may assume 

7 Revell v. City of Annapolis, 81 Md. 1; State v. Freeman, 61 Kan. 90; McCloud v. 
Selby, 10 Conn. 39: Freed v. Crawfordsville School City, 142 Ind. 27; Mitchell v. Lowden, 
288 Ill. 327; Barrow v. Bradley, 190 Ky. 480; Kuhn v. Board of Education, 175 Mich. 
138; Board of Education v, Best, 51 Ohio St. 138; State v. Houston and T. C. Ry. Co., 
209 S.W. (Tex.) 820; Board of Education v. Robinson, 81 Minn. 305. 

* Attorney General v. Lowery, 199 U.S. 233, 26 S.Ct., 27, 50 L.Ed. 167; Pearson v. 
State, 56 Ark. 148; City of Louisville v. Commonwealth, 134 Ky. 488; State v. Hine, 59 
Conn. 50; Kuhn v. Board of Education, 175 Mich. 438. 

” State v. Haworth, 122 Ind. 462; Spaulding v. Andover, 54 N.H. 38; Fisher v. Fay, 
288 Til. 11. 

® Norton et al. v. Lakeside Special District, 188 S.W. 184. 
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such powers as are conferred upon them by the legislature. It is a 
well-established principle in legal theory that legislative power may not 
be delegated but the state may create administrative agencies and 
permit them to exercise discretion in carrying out the policies of the 
state. This has been common practice in school administration.” 

The school district is a quasi-corporation. Such corporations are 
instrumentalities of the state, created to aid in the administration of 
government. “They are purely auxiliaries of the state; and to the 
general statutes of the state they owe their creation, and the statutes 
confer upon them all the powers they possess, prescribe all the duties 
they owe, and impose all the liabilities to which they are subject.’” 

While school districts possess corporate powers, their functions are 
limited to the execution of state policy. Their powers, duties, and 
liabilities are only those prescribed by statute. 


SUMMARY 


The argument is clear and there is no exception to the conclusions 
that education is a function of the state and in legal theory is held to 
be a fundamental attribute of sovereignty. Directly or by implication, 
the state constitutions confer upon the state legislature the responsibility 
for establishing and maintaining free public education. Except as re- 
stricted by the constitution, the authority of the legislature is complete 
and unlimited. The legislature may create such administrative agencies 
as it deems advisable to administer schools. School districts are instru- 
ments of the state and school officials are state officers. The powers, 
responsibilities, and liabilities of the school corporation and its officers 
are limited strictly to those which are conferred upon them by the 
statutes. The state may change, regulate, restrict, or withdraw admin- 
istrative powers as it wills. 

Taxation is a sovereign power of the state. When delegated to 
lesser governmental agencies, the taxing power must be exercised in 
strict accordance with the authorizing statute. School officials may levy 
taxes and expend the revenue derived therefrom only for purposes 
designated by the state and in the manner prescribed. There is no 
inherent authority in local school administration with respect to the 
collection, management, and expenditure of school funds. While discre- 
tion may be permitted for practical reasons, it must be exercised within 
stated limitations and the state may deprive local officials of their dis- 
cretionary authority if it so desires. The authority of the state to control 
school finance is unquestioned and the manner in which such control 
may be exercised is limited only by the constitution. 


1 Kenyon et al. v. Moore, 287 Ill. 494; Robinson, Treasurer v. Schenck, 102 Ind. 307. 


® Dillon, J. F. Municipal Corporations, vol. 1, 5th ed. Little, Brown and Company, 
Boston, 1911, p. 67. 











CHAPTER III 


THE NATURE AND PURPOSES OF STATE CONTROL 
OF SCHOOL FINANCE 


THE authority of the state over the public school system is complete, 
but the patterns of control which have been developed in the different 
states exhibit little uniformity in purposes, procedures, or structure. 
States have delegated to local administrative agencies considerable re- 
sponsibility for and authority over the school program, but have limited 
these powers with a wide variety of restrictions, regulations, and re- 
quirements. In many cases the state has retained direct control over 
certain factors in education or has retrieved powers originally delegated 
to local units. In recent years the process of centralization of control 
in state agencies has been accelerated, but there are wide differences 
among the states in the degree of centralization, the relationship of the 
controlling agencies, and the types of control which have been adopted. 

The same condition pertains to taxation. Since taxation is a sover- 
eign power of the state and one which has always been a source of 
political difficulties, it follows that the taxing power, when delegated 
to subordinate units of government, should be guarded closely. As the 
functions and services of government have expanded and the ,burden 
of support has increased, there has been a growing public demand 
that the state regulate and restrict the authority of local governments 
to levy taxes and expend public funds. This has been particularly true 
of taxes for the support of public schools. The cost of education has 
been one of the largest items in public budgets and the burden has 
fallen largely on a single source, the property tax. With the onset of 
the depression there were increased demands for tax relief and par- 
ticularly for relief from onerous local property tax levies. New and 
more stringent restrictions of local taxation resulted. Since schools 
have been largely dependent upon local tax levies for their revenue, 
the increased state regulation of local taxation has had marked effects 
upon the administration of school finance. 

The reorganization of tax systems to tap new sources of revenue 
has been another element contributing to the centralization of fiscal 
control. Sales, income, and business taxes are of such nature that they 
can be effectively administered only by the state or federal governments. 
Such taxes are made available for public services either through state 
support of the service or through grants-in-aid to local units of gov- 
ernment. In either case the state has deemed it advisable to exercise 
more or less control over the expenditure of these funds. It follows, 
then, that the marked growth in state support of public schools would 
be accompanied by a similar growth in state control over the manage- 
ment of the funds. 

It should be stated here, however, that the functions and many 
of the forms of state regulation of local school finance are not new or 
products of recent trends in centralization of administrative control. 
It is probably more accurate to view the current movement toward 
greater centralization of control largely as extensions and elaborations 
of types of state control which have been developed over quite a period 


(18) 
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of time as various administrative problems have emerged in the rapidly 
expanding school system. 

Since public school funds are state funds and are expended for 
purposes of vital significance to the state itself, it follows that the 
state must be concerned with the proper management of these funds. 
The primary problem of the state is to devise a system of controls which 
will not only insure effective administration of the financial affairs of 
the school system but which will also promote the fundamental objectives 
of public education. The forms of controi which are adopted, the degree 
to which control is exercised, and the purposes which the various con- 
trols serve must be considered in terms of both fiscal and educational 
objectives. In this section of the study the nature and function of state 
controls in school finance will be analyzed. These analyses are pre- 
requisite to the formulation of the principles and criteria of state 
control which follow. While attention is directed here only to those 
controls pertaining to securing and expending school funds, it should ke 
pointed out that controls which are exercised over other phases of the 
school program may and do have important financial implications. 


FORMS OF STATE CONTROL 


State controls in school finance vary in both form and degree among 
the various states. At one extreme is found almost complete local 
autonomy with a minimum of state regulation, restriction, or super- 
vision and with little or no direct participation of the state in financial 
administration. Broad and general powers are delegated to local school 
officials. The management of school funds is left largely to local dis- 
cretion and administrative controls are provided in local governmental 
structure or procedure. At the other extreme the state may assume 
complete responsibility for and control over certain phases of school 
finance or the powers of local officials may be limited to such an extent 
that these officials exercise little or no discretion in their administrative 
activities. 

Mort and Cornell report five degrees of state control of education:' 

1. State assumption, where there is direct administration by the 

state. 

2. State mandates or administrative fiat, which varies with the 

details of the requirement. 

3. State stimulation, where the state sets up a favored program 
and promotes its adoption by special aid, campaign, or super- 
vision. 

4. State codperation, where the state assists the communities in 
carrying out their own ideas. 

5. Laissez faire, when the communities proceed without help, in- 
terference, or even interest from the state. 


While the levels of control enumerated here have broad application 
to the whole program of public education, fiscal controls may also be 
thus classified. 


1 Mort, P. R., and Cornell, F. G. Adaptability of Public School Systems. Columbia 
University, Teachers College, Bureau of Publications, New York, 1938, pp. 51, 110-12. 
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In discussing the trends toward centralization of administrative 
control, White classifies current forms of state control as follows: 
1. Advice and information. 
2. Requirement of reports. 
3. Inspection without specific powers of control. 
4. Inspection with conditional grants of money. 
5. Audit of accounts. 
6. Requirement of prior permission. 
7. Authoritative review. 
8. Issuance of orders with powers to compel performance. 
9. Partial or total assumption of the activity. 


When applied to the administration of public school finance, White’s 
classification, although more detailed, corresponds closely with that of 
Mort and Cornell. 

It is generally accepted in both governmental theory and practice 
that the state should not delegate sovereign powers such as education 
and taxation to local governmental agencies without retaining some 
degree of control over the acts of the responsible agent. For the state 
to relinquish to subordinate governmental units complete authority and 
responsibility in these fundamental areas of governmental activity is to 
invite the defeat of the very purposes of the state itself. In public 
school finance the state’s interests in both taxation and education are 
involved. It necessarily follows that state control of school finance 
would be more direct and detailed than control in other areas of govern- 
ment where the services are more of local concern. As yet, however, there 
is little agreement in state administrative practices as to what level or 
degree of control should be exercised over the various elements in school 
finance. 

An analysis of state systems of control in school finance shows the 
following controls to be common: 


1. Specific statements of the purposes for which school funds may 
be spent. 

2. Requirements that local units meet minimum educational stand- 
ards which in turn determine to a large extent the cost of the pro- 
gram. 

3. Advice and assistance to local school officials in the solution 
of financial problems. 

4. Requirement of financial reports. 

5. Prescription of procedures such as budgeting, accounting, pub- 
lication of proceedings, auditing, protection of funds from loss, and 
purchasing. 

6. Requirement that school officials must submit budgets and tax 
levies to the public for approval, or to some other local agency for 
review and approval. 

7. Supervision of property assessments. 

8. Limitation on school tax levies. 

9. Regulation and limitation of the use of credit. 
10. Approval of school budgets. 


? White, L. D. Introduction to the Study of Public Administration. The Macmillan 
Company, New York, 1926, pp. 85-87. 
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11. Approval of capital expenditures. 

12. Administration of state school funds including investment, dis- 
tribution, and expenditure. 

13. Regulation of the expenditure of grants-in-aid. 


The controls enumerated above may be expressed in the form of 
constitutional provisions and statutory requirements and restrictions, or 
they may be exercised by state officials and boards by reason of dele- 
gated discretionary powers. In many instances it is difficult to dif- 
ferentiate between legal controls, i.e., constitutional and statutory, and 
administrative control by officials and boards. The responsibility for 
administering or enforcing legal requirements is frequently placed upon 
state school officials or boards with varying degrees of discretionary 
authority allowed by the legislature. While the legislature cannot divest 
itself of its legislative powers, it may create an administrative body 
and delegate to it discretionary powers to act in accordance with policies 
and principles which the legislature has established." Where there is a 
specific constitutional or statutory prescription, it is necessary that it 
be administered, interpreted, and enforced by some legally authorized 
administrative agent. While primary legislative and judicial powers 
are vested in the legislature and the courts, state school administrative 
bodies frequently exercise quasi-legislative and judicial powers, thus, 
in a sense, becoming supplementary to the legislature and the courts. 
It is obvious, therefore, that any classification of controls in terms of 
legal and administrative characteristics will exhibit considerable over- 
lapping. 





Constitutional controls.—Table I shows the types of control which 
have been incorporated in state constitutions. Although the constitutions 
provide that the legislature shall establish public school systems and 
determine their administration, certain types of control were considered 
to be so important by the framers of the constitutions that they were 
made a part of the fundamental laws of the states. 

The inclusion of detailed or specific controls in the constitution is 
open to serious question. It is a generally accepted principle that the 
educational provisions of the constitution should be limited to the re- 
quirement that the legislature establish, organize, and maintain a 
system of public schools. To incorporate in the constitution details of 
organization and control introduces a degree of stability that often 
stands in the way of educational progress.‘ When there is evidence 
that legislatures cannot be entrusted to exercise certain powers wisely 
or in the public interest, as has been the case with the management of 
state permanent school funds, the constitution should prescribe the 
general policy or procedure. The responsibility for determining the 
details of administration should be left to the legislature or to the 
state school administration. 

, Edwards, N. The Courts and the Public Schools, p. 39. 


Yakel, R. Legal Control of Public School Expenditures, p. 35. 
*Matzen, J. M. State Constitutional Provisions for Education, pp. 150-51. 
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TABLE I. CONTROLS OF PUBLIC SCHOOL FINANCE 
INCORPORATED IN STATE CONST I TU TIONS 


Number of 
Type of control states 


1. Regulates state permanent school fund: 


a. Designates sources of fund 36 

b. Requires that principal be kept inviolate 31 

c. Preseribes bases for distribution to local districts . 30 

d. Prescribes investment and management of fund 27 

2. Limits bonded indebtedness 27 

3. Limits local tax levies 15 

4. Provides that chief state school official supervise schools. . . 13 

5. Provides that state board supervise schools. . 10 
6. Provides that state board administer and control perm: inent 

state school fund 3 


The requirement that the state permanent school fund be kept 
inviolate and be safely invested is probably the only control listed in 
Table I which can be justified by the test of experience. Prescriptions 
of the bases for distribution of the proceeds from invested funds, 
limitations on tax rates, and limitations on bonded indebtedness are 
types of control which are better left to the legislature. Conditions 
change and what may appear to be a desirable limitation at the time 
a constitution is adopted may later prove to be a serious handicap to 
efficient school administration. Several states have to contend with 
constitutional limitations on taxation and borrowing that have prevented 
much needed revision in the system of financing schools. Constitutions 
are usually difficult to amend and, once a type of control is included in 
a constitution, constructive changes are frequently delayed long past 
the time when the need for revision has become apparent. 


Statutory controls.—States have enacted a wide variety of stat- 
utes which regulate the administration of school funds. The different 
types of statutory controls and the number of states in which each is 
found are listed in Table II. In interpreting the table it should be borne 
in mind that the details of a particular type of control found in several 
states may differ a great deal. It is apparent, too, that the total patterns 
of control in operation in the different states show little uniformity. 
Although some variation in the details of control should be expected if 
individual state needs are properly considered, adherence to sound prin- 
ciples and criteria of financial administration would hardly permit the 
wide variations implied in Table II. 

The type of controls which may be justifiably prescribed by statute 
is difficult to determine. Statutes are to be strictly interpreted and uni- 
formly applied. There is little possibility for adaptation to local needs 
and conditions except as the statute specifically allows. Amendments 
are frequently necessary if changing conditions are cared for in an 
adequate manner. On the other hand, administrative powers must be 
safeguarded, otherwise the state may fail to attain its objectives. The 
administration of public finance is fraught with so many dangers that 
the state must protect its interests. Whether this should be done through 
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TABLE Il. STATUTORY CONTROLS IN SCHOOL FINANCE 


Number of 


ype of control states 
1. School tax rates limited 10 
2. School budgets regulated 
a. School officials required to prepare budgets. . . . 46 
h Uniform budget form required 32 
c. Itemized budget required 27 
d. Budget required to be filed with other officials. . 31 
e. Provisions made for review and revision of budget by other 
agencies 5 
f Budget required to be published 19 
g. Expenditures and revenues required to balance 15 
3. Bond issues regulated 
a. Purposes restricted 46 
b. Total debt limited 45 
( Final check on authorization by state authority required 42 
d. Selling below par probihited 45 
e. Maximum interest rates set 41 
f. Tax levies for debt service required 38 
a. Tax levy for debt service limited. 20 
h. Serial bonds required. . 27 
i. Time limit on maturity set 47 
j). Denomination limited 16 
k. Public vote to authorize required 31 
t. Short-term loans regulated 
a. Purpose of loans limited 27 
Amount of loans limited 30 
( Provision made for payment ' 26 
d. Maximum interest rate set 25 
e. Sale price of warrants limited S 
f. Penalty set for nonpayment 5 
5. Uniform accounting system required 15 
6. Provision made for independent audit 26 
7. Annual audit required 16 
8. Custodian of local school funds required to be bonded..... 35 
9. County superintendents required to be bonded. . 29 
10. Depositories for school funds required to furnish security 25 
11. Pecuniary interest of local school officials in contracts 
prohibited 35 
12. Bids required to be secured on purchases over a certain 
amount 22 
13. Minimum teacher salaries prescribed 18 


the avenue of statutory regulation or through administrative control 
and supervision is a highly controversial question when specific phases 
of finance are under consideration. The question here is not only what 
controls the state should exercise over school finance but also whether 
or not state control should be primarily statutory prescription or ad- 
ministrative regulation. Yakel’ arrives at the following conclusion 
regarding this important matter: 

“The legislatures have been attempting to regulate by statutory 
law many details of school administration for which there are no 
definite standards and no accepted theory warranting such regulations. 

5 Yakel, Ralph. The Legal Control of the Administration of Public School Expendi- 


tures. Columbia University, Teachers College, Contributions to Education no. 388, New 
York, 1929, p. 134. 
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“All matters of control should first be considered from the standpoint 
of whether or not the matter can better be regulated by statute or left 
to administrative determination.” 

Yakel accepts the criteria developed by Freund" as the proper basis 
for determining when control should be left to administrative action. 
According to these criteria, administrative control should be exercised: 
(1) when it is difficult to separate the lawful from the unlawful; (2) 
when no definite standards are available; (3) when it is necessary or 
desirable to check compliance with legal enactments; and (4) when 
liberty and initiative are desired.’ 

Judged by these criteria, many of the types of control listed in 
Table II are open to serious question. Specific and detailed limitations 
and regulations of local school tax levies, budgets, bond issues, and the 
techniques and procedures of financial management can hardly be justi- 
fied on the basis of the criteria quoted above. The lack of well-estab- 
lished standards and the need for adaptability to local educational needs 
and desires are adequate grounds to eliminate many types of financial 
control from detailed statutory regulation. The fundamental purposes 
of many phases of control can be served adequately only when there is 
flexibility and adaptability in administration. Statutory controls gen- 
erally lack these qualities. 





Administrative controls.—The limitations of constitutional and stat- 
utory controls are apparent; the alternative is to place authority and 
responsibility in an administrative body or official. It is a general prin- 
ciple of law that administrative agents may exercise only those powers 
which have been conferred upon them. It is possible and desirable, 
however, for the legislature to control through general directions and 
specifications and permit the administrators to exercise such discretion 
in carrying out the instructions of the legislature as is necessary to 
accomplish the desired objectives.. This arrangement may require that 
the administrative body assume limited legislative and judicial func- 
tions, but such are within the power of the legislature to confer.’ 

The types of control of school finance now exercised by state ad- 
ministrative agencies are given in Table III. In some cases these 
controls involve only the administration of mandatory legislative re- 
quirements which permit the administrator little or no discretionary 
power. In other cases rather broad legislative and judicial powers are 
conferred with administrative responsibility. The same type of control 
may be a statutory regulation in some states and in others it may be 
largely administrative with the legislature prescribing only the general 
nature of the regulation. For example, budgetary review may be limited 
to ascertaining whether or not the legal requirements have been followed 
in the preparation and adoption of the budget or the state administra- 
tive authority may have the power to determine the amount appropri- 
ated and the tax to be levied. Obviously there is a marked difference 
in the practical effects of state review of local budgets which is limited 

"Freund, E. Administrative Powers over Persons and Property, p. 28. 

*Yakel, op. cit., p. 134. 

* Pfiffner, J. M. Public Administration, p. 89. 


* State v. Whitman, 196 Wis. 472, 220 N.W. 929. 
Village Saratoga Springs v, Saratoga Gas Co., 191 N.Y. 123. 





STATE CONTROL OF PUBLIC SCHOOL FINANCE 25 


TABLE IIL. CONTROLS OF SCHOOL FINANCE EXERCISED BY 
STATE OFFICIALS AND BOARDS* 


Number of 


Type of control states 
1. Supervises and inspects schools. . . . 40 
2. Requires reports from local officers. . ; 48 
3. Gives opinions and decides controversies. . 34 
4. Prescribes accounting and reporting forms. . 44 
5. Prescribes budget forms. . . 28 
6. Prescribes uniform accounting. . 27 
7. Audits accounts 25 
8. Approves local school budgets 15 
9. Checks on legality of bonds 43 
10. Approves amount and purpose of bonds and loans 8 
11. Distributes state school funds. . 48 
12. Determines bases for distribution of state school funds. 18 
13. Manages permanent school fund 16 
14. Fixes minimum salary schedule 5 


*Includes all state boards and officials who exercise control over school funds 


to form and procedure and that which includes the power to change ap- 
propriations and local tax levies. 

No attempt has been made to differentiate the details of the con- 
trols listed in Table III. There is little uniformity among the states in 
the procedures of administration and the degree of control exercised. 
The allocation of administrative control among different officials and 
boards likewise shows little uniformity. In some states administrative 
authority and responsibility are delegated to the state superintendent of 
schools, in others a state educational board is the controlling agent. 
In a number of states noneducational boards, commissions, and officials 
serve as administrative agents in control of school finances. One of 
the fundamental problems in state control is to determine the proper 
allocation of authority and responsibility among state administrative 
agencies. Effective allocation of control can be made only after con- 
sidering the purposes which state control should serve and the relative 
adequacy of the various state agencies to achieve these purposes. 


State grants-in-aid.—One of the more important factors in the 
centralization of financial control has been the state grant-in-aid. By 
sharing in the support of a project or service, the state is in a position 
to define the purposes of the expenditure, dictate the standards of 
service and performance, and regulate procedures of financial manage- 
ment. It is assumed that the state has a more direct interest in the 
financial aspects of a public service when it is supported in part from 
state funds than when the revenues are derived solely from local 
sources. In consequence, states generally have extended their control 
over local governmental functions in conjunction with participation in 
support. The schools have been no exception in this general trend. The 
marked increase in state support of public education has been offered 
as an argument for more highly centralized control, particularly in the 
administration of school funds.” The fear that state school funds would 


” Cubberley, E. P., and Elliott, E. C. State and County School Administration, Source 
Book, pp. 146-48. 
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be dissipated and the objectives of the state ignored by local administra- 
tion led to more stringent regulation and control. 

State support of public schools may be classified into three general 
forms: (1) general support, (2) equalization aid, and (3) stimulation 
grants. In general support, all local school units share on the same 
basis. The funds are usually distributed according to some measure of 
need such as the number of pupils to be educated or the number of 
teachers required to staff the schools. Such aid may be generally re- 
garded as supplementary to local revenues. A frequent condition for 
receiving aid of this type is conformity to state-prescribed standards. 
The penalties for failure to meet state requirements may vary from 
withholding a portion of the grant to complete denial. Obviously the 
state possesses a powerful instrument of control through such penalties, 
particularly if the grant is substantial. The significance of this type 
of control is well expressed by Shultz in the statement that “with this 
development in school aid entered the factor of state governments using 
the grant-in-aid system to buy varying degrees of control over local 
educational administration.”" More recently general support has been 
increased in a number of states to enable local school districts to main- 
tain educational standards and to make available to localities revenues 
derived from state-administered taxes. In several states the increase 
in general school support has been accompanied by more stringent 
limitations on local school tax levies.” 

The object of equalization aid is to maintain minimum standards of 
education in areas of low financial ability. Eligibility for such aid is 
conditioned upon the maintenance of the standard minimum program 
and the levying of a prescribed minimum local tax levy. The amount 
of control which the state assumes through the equalization grants 
varies. In Alabama, Indiana, and West Virginia, for example, the local 
budget for the minimum program is approved by the state department 
of education. In North Carolina, where the state assumes the entire 
cost of the minimum program, the state school commission virtually 
assumes complete control of the finances of most of the school districts. 
When the local school districts are required to use a large proportion 
or all of their available tax revenues to support the state minimum 
program and the state prescribes in detail the elements in such a pro- 
gram as well as supervises closely the management of the funds, local 
school officials have little or no effective authority in the conduct of their 
financial affairs. On the other hand, a system of equalization support 
such as is in effect in New York interferes very little with local 
administration. 

The purposes of stimulative grants-in-aid are to encourage the 
development of educational projects and services which otherwise may 
be neglected or to reward the efforts of local districts to exceed 
minimum state requirements. These grants are conditioned upon the 
provision of the designated project or service in accordance with state 
standards and upon local assumption of a portion of the cost. The 


"Shultz, W. J. American Public Finance. Prentice-Hall, Inc., New York, 1938. 
p. 677. 
12 Outstanding examples are Indiana, Michigan, Ohio, Oklahoma, Washington, and 
West Virginia, in which large increases in state school support accompanied over-all 
limitation of local tax rates. 
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state usually prescribes in some detail the scope of the undertaking, 
standards of service and materials, and the procedures to be followed. 
Special subsidies of this type constitute an important avenue of state 
financial control whenever they are accepted by the local unit. 

The reward for exceeding state standards does not provide as direct 
a method of control as do the special subsidies but it usually operates 
to increase local expenditures inasmuch as the state rarely assumes 
the entire increase in cost due to higher standards of service. For 
example, the state may scale the allotments per teacher in terms of 
training and experience, but the increment in state support may be less 
than the salary increases necessary to retain the superior teacher. 

While stimulation grants are subject to question as a method for 
promoting educational progress“ and are inconsistent with the prin- 
ciples of equalization," state grants of this type provide effective means 
for the centralization of control. 

Recent developments in state school support have been due largely 
to the stringent financial conditions of the schools during the depression. 
The tremendous public pressure to reduce school costs has served to 
increase state control concurrently with the shift to state support. The 
states have not only assumed a greater responsibility for financing the 
schools but have also subjected local school administration to increased 
restrictions and supervision in order to keep school costs at a minimum. 
Increased state support has provided a more significant incentive to 
extend state control of school finance than any other single factor in 
public education. 


PURPOSES OF STATE CONTROL 

Administrative controls in public school finance can be evaluated 
only in terms of the purposes they are designed to serve. Likewise the 
most effective allocation of authority and responsibility to different 
state and local agencies can be determined only on the basis of the 
relative adequacy of the agencies to secure desired results. While the 
ultimate authority in school administration rests in the state, it does 
not follow that the state is in a superior position to exercise that 
authority directly. The purposes of administrative control may be 
better served through the delegation of powers to local administrative 
agencies, although it is commonly accepted that such delegated powers 
must be safeguarded in the interest of the state. The state may retain 
maximum control through direct assumption of the activity or it may 
delegate authority and responsibility to local agencies subject to 
regulation, restriction, or mandatory requirements. In either case the 
final test of administrative control should be based on achievement of 
acceptable purposes. The current trend toward centralization of con- 
trol can be regarded as good or bad only in so far as attainment of the 
fundamental objectives of the public school system is facilitated or 
hindered. Administrative control should always be regarded as a means 
to an end rather than as an end in itself. This is particularly true of 

% Neulen, L. N. State Aid for Educational Projects in the Public Schools. 


Wrightstone, J. W. Stimulation of Educational Undertakings. 
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York, p. 175. 








28 BULLETIN OF THE SCHOOL OF EDUCATION 


fiscal controls, for no other phase of adminstration so directly affects the 
ent re school system. 

Furthermore, a system of controls must be evaluated in its entirety. 
To isolate a single type of control and evaluate it in terms of the 
purpose which it is intended to serve without regard to any other form 
or purpose of control may contribute to the breakdown of the entire 
administrative system. Current examples of this are found in state 
limitations on local tax levies. These limitations may be desirable as 
protection to the taxpayer from burdensome levies, but there are many 
school systems which have been prevented from using local resources 
effectively because of state limitations of local tax levies. When there 
is such overemphasis on one type of control, other purposes may be 
defeated and the total result may be unfavorable The problem, then, 
is to secure the optimum combination of controls which will operate under 
conditions existing in a state to promote best the fundamental objectives 
of the school system. 

It is not necessary or desirable that different states adopt systems 
of financial control which are highly similar in organization and proce- 
dures. Conditions vary from state to state and adaptation of adminis- 
tration to local needs and circumstances is necessary. The purposes 
which administrative controls should serve, however, are common to all 
states, though the details of organization and procedure may show 
widely differing patterns, many of which achieve in a fairly satisfactory 
manner the purposes in question. 

The purposes which state controls of school finance are designed 
to serve may be inferred from the forms of control now in operation in 
the various states. In the discussion which follows, there is no attempt 
to evaluate the various forms or degrees of control in terms of purpose. 
This problem will be considered in a later section. 


Maintenance of educational standards.—The primary interest of the 
state in public education is to secure a literate and enlightened citi- 
zenry. Public school systems are established and supported in order 
that educational opportunities may be available to all children. If these 
schools are to serve the needs of the state and of the individual, it is 
necessary that acceptable standards be formulated and enforced. Al- 
though the state may delegate authority and responsibility to local 
school administrative agencies and may allow these agencies considerable 
discretion in the exercise of their functions, the state cannot relinquish 
control completely without jeopardizing the fundamental objectives of 
public education. It is the state’s business to guarantee that educational 
programs conform to standards which are acceptable to the basic social 
and political philosophy of the people and which are adequate to preserve 
and promote the common objectives of society. This necessitates some 
measure of state control of the school system. 

Whenever the state formulates educational standards and requires 
a local school system to meet these standards, there is usually some 
control of finance involved. Such common requirements as the length 
of the school term, compulsory attendance, minimum salary schedules 
for teachers, standards for buildings and equipment, required courses 
of study, and so forth, are important elements in determining the 
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amount to be spent for education. Although the state may delegate 
to local units a large measure of responsibility for school support, the 
local unit is limited in its discretion as to how much money it shall 
expend and for what purposes when such standards are imposed upon 
it. Whenever the state requires that the educational programs meet 
definite standards, it determines in large measure both the purpose and 
the amount of school expenditures regardless of whether the school 
revenue is secured largely from local taxes or whether it is supplied in 
part or in total by the state. 

It is not the purpose here to consider the nature and degree of 
state control of the educational program; it is assumed that some stand- 
ards, however inadequate, will be maintained. The financial implications 
of such requirements must be recognized, however, for they constitute, 
directly or indirectly, the most important control that the state exercises 
over school finance. In fact, in some states educational requirements 
imposed upon local school units constitute the only effective control of 
school finance exercised by the state. 

Closely related to the maintenance of educational standards is the 
promotion of educational progress. This is an accepted function of the 
state and is usually accomplished by the state through encouraging, 
in one way or another, the local school unit to exceed the required state 
standards. When this is done through financial subsidy, the state 
usually maintains close supervision over the expenditure of the funds. 
Other methods of promoting educational progress may likewise have 
financial implications. For example, a number of states classify schools 
on the basis of the general quality of their programs. Although attain- 
ment of the higher classifications is not compulsory upon local school 
systems, privileges and prestige which are accorded the schools on a 
higher level are powerful incentives to local school officials to meet the 
higher standards. To do so usually requires a greater expenditure of 
funds and may also determine the types of educational service to be 
provided or the amount and quality of materials and equipment to be 
purchased. Many school boards have been induced to maintain budgetary 
appropriations and tax levies in order to retain the desired classifica- 
tion status. 

It is not sufficient to maintain high levels of educational efficiency 
in all areas of the state and to encourage and assist localities to exceed 
the requirements of the standard programs; provision must be made for 
adapting the school to the varying needs of localities and to the chang- 
ing conditions and emerging needs of society. Educational progress is 
not limited to doing better those things already included in the school 
program; new services must be developed and the old continuously re- 
vamped if the schools are to keep abreast of the demands of the times.” 
The destiny of the democratic state depends upon its ability to meet 
the demands of an evolving civilization, and the school is the state’s 
principal instrument of political, social, and economic adaptation. 

The need for adaptability in the public school system has significant 
implications for financial control. School administration, both state 
and local, must not be hampered by undue regulation and restriction 


1% Mort, P. R., and Cornell, F. G., op. cit., pp. 1-7. 
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of finance in the effort to adapt public education to changed conditions 
and new needs. Indeed, much evidence could be produced to show that 
out-moded systems of school finance and ill-conceived methods of fiscal 
control prevent effective adaptation of the school to the variations and 
developments characteristic of modern society. A system of state con- 
trol in school finance should be based upon the recognition of the need 
for adaptability and should facilitate the adaptive processes. 

State regulations and limitations imposed on school finance fre- 
quently make it difficult or impossible for the local school unit to meet 
educational standards or adapt the program to its own peculiar needs. 
Among the many examples which may be cited is the common one of 
restrictions on bonded debt which makes it impossible for the local unit 
to provide suitable buildings and equipment. Another example is found 
in Illinois where the non-high school district is required to transfer 
high school pupils to a high school district and pay transfer tuition. 
The state limits the tax levy for high school transfer tuition to such an 
extent that many non-high school districts are unable to meet their 
tuition obligations. In Indiana the State Board of Education estab- 
lished the standard that all commissioned high schools should offer at 
least two curriculums. Because of the method of administering state- 
aid funds and the over-all limitation on local tax rates, a large number 
of school corporations were unable to meet the standards and conse- 
quently the state educational requirement was nullified. Probably the 
most notorious current example of state financial control preventing the 
maintenance of reasonable educational standards is to be found in Ohio 
where an over-all limitation on local tax levies, together with prescribed 
procedures which make it difficult to secure supplementary school levies, 
has not only lowered educational standards but has actually resulted in 
the closing of schools in several of the large cities of the state. 

These and other examples which could be cited are ample evidence 
that financial controls must be evaluated in terms of their contribution 
to the maintenance, improvement, and adaptation of educational stand- 
ards. Any financial control which tends to nullify the state’s efforts to 
provide satisfactory educational opportunities for all the children is 
questionable, for it tends to defeat the fundamental purposes of the 
public school system. 


Protection of school funds.—The need for adequate protection of 
publie funds is recognized by all authorities in public finance. The power 
to levy taxes and expend the funds for public purposes is one of the 
most important attributes of government. Through the exercise of this 
power the government implements its objectives. Whether the taxing 
power is exercised directly by the state itself or whether it is delegated 
to a subordinate unit of government, there must be definite provisions 
for safeguarding the public interest. The responsibility for providing 
such safeguards rests in the state and is one of the functions of state 
control of public finance. In the case of school finance, the state has a 
double interest, for the school funds are in reality state funds to be 
expended for purposes of vital importance to the state itself.” 

There are two rather distinct but closely related aspects of the 
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protection of public school funds. First, the funds should be expended 
only for those purposes which are in harmony with the fundamental 
objectives of government and which contribute to the common weal. 
Taxes are not levied indiscriminately but are levied for specific purposes. 
The power to determine the purposes for which taxes may be levied 
is confined to the legislature and may not be delegated.” Such purposes 
may be defined in general terms and broad administrative discretion 
may be allowed in determining the details of procedure for attaining 
the prescribed purposes. It would be contrary to sound public policy, 
however, to expend public funds for non-public purposes or to permit 
funds raised for one purpose to be expended for some other. 

Secondly, public funds must be protected from loss, misuse, em- 
bezzlement, fraud, and graft. The fidelity of public officials cannot be 
taken for granted. Unfortunately there is much evidence that too great 
care cannot be taken to prevent perfidy in public office, and school 
officials are no exception to the rule. 

Linn suggests the following means for safeguarding school funds:* 


1. Bonding officials who are responsible for the collection, disburse- 
ment, care, and custody of the funds. 


2. Securing bank deposits against loss in the event of bank failure. 
3. Rigid accounting for school funds. 

4. Auditing financial accounts. 

5. Making use of financial reports and publicity. 


6. Setting of legal restrictions to regulate the care, management, 
and control of school funds. 


Inspection of the controls listed in Tables I, Il, and III shows that 
many states have incorporated into their systems of financial adminis- 
tration the methods suggested by Linn. No state, however, has developed 
a system for the administration of school funds which includes all of the 
recommended methods for protecting these funds. Furthermore, there 
is much evidence that the methods employed by states to safeguard 
school funds are in many instances ineffective. 

The state not only has the right to establish such controls as will 
protect school funds from diversion to purposes without the scope of 
public education, unnecessary loss, and fraudulent use but has the re- 
sponsibility for doing so. Experiences in many states prove conclu- 
sively that local school officials cannot be entrusted with the administra- 
tion of public funds unless proper safeguards have been prescribed by 
the state.” When the states neglect their fundamental function of 
financial control, school revenues are subject to risks which operate to 
defeat the purposes of the public school system. 


Efficiency and economy in management.—There are but few localities 
in which the amount of money available to the public school system 
is sufficient to provide an adequate educational program. There is an 
ever-present necessity of making every dollar of school revenue con- 
tribute the maximum in educational services. Waste and extravagance 


7 Yakel, R., op. cit., p. 36. 
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in the use of school funds are among the chief deterrents to educational 
progress. Neither has any place in school administration. 

The possibility of securing economy and efficiency in the manage- 
ment of school funds through legislative regulation and mandatory 
procedure is definitely limited. The guarantee of administrative efficiency 
and integrity is hardly within the realm of legislative action. The 
problem involves the selection of competent administrative personnel, 
the organization of governmental machinery so that administration can 
function effectively, and the determination of sound business policies and 
procedures. 

The primary responsibility of the state legislature when assigning 
authority and responsibility to its own agents or delegating it to local 
units of government is to set up an organization which is conducive to 
economy and efficiency. Numerous studies in public school administra- 
tion show that the small local school unit is the chief hindrance to 
effective organization and administration of the school system. The state 
is powerless to secure economy and efficiency when the management 
of school funds is delegated to local agencies which are entirely inade- 
quate to perform the functions assigned to them. In addition, state 
administration itself is frequently so poorly conceived, inadequately 
organized, and limited in personnel that it can hardly discharge its own 
managerial functions, much less supervise and assist local administration. 

With a sound administrative structure through which to operate, 
the state is in a position to formulate general standards of administra- 
tive service and secure their adoption in the local unit. The methods 
to be used are largely those of supervision and assistance rather than 
of mandatory regulation and statutory requirements concerning the 
details of management. Administration cannot function effectively by 
remote control. An intimate knowledge of conditions and needs in the 
areas of operation is essential if maximum benefits are secured from 
the expenditure of public funds. Administration must be in a position 
to adapt policies and procedures to needs and conditions which may 
vary greatly among localities and which may change markedly from 
time to time. The need for preservation of sufficient flexibility in ad- 
ministration to make possible desirable adjustments to local needs is the 
principal argument for the retention of authority and responsibility 
in the local school unit.” If the local administrative unit is inadequate 
for the performance of functions allocated to it, there is no evidence 
that the deficiencies can be entirely corrected by the extension of state 
control or by state assumption of the activity. 

This does not imply that the state cannot wield constructive in- 
fluence in the management of school funds. The desirable features of 
local initiative and home rule can be retained within the framework of 
a system of state control of school finance designed to promote sound 
business policies and procedures. The state should not permit local ad- 
ministrators to indulge in financial practices which lead to waste and 
extravagance. There are a number of financial procedures which the 
state may prescribe and regulate which in no way interfere with the 
legitimate elements of local initiative. Sound budgetary procedure, 


** Cocking, W. D., and Gilmore, C. H. Organization and Administration of Public 
Education, p. 57. 
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adequate accounting, periodic audits, sound purchasing procedures, and 
proper use of credit are basic to efficiency and economy in financial 
administration. The state should formulate standards for all of these 
elements in financial administration and should require that local prac- 
tice conform to the standards. Sufficient flexibility in policies and pro- 
cedures should be allowed to permit necessary adaptation to local needs 
and conditions. 

The state may also contribute to increased economy and efficiency 
through personnel standards. Prescription of minimum training and 
experience requirements, allocation of duties and responsibilities, defini- 
tion of administrative relationships, and supervision of administrative 
activities are ways in which the state can secure competent local ad- 
ministration. Only a few states have taken these fundamental steps 
in developing local school administration. In a large, number of states 
the limitations of the local school unit effectively block any constructive 
effort on the part of the state to improve administration. Unless it is 
possible to provide an administrative organization within the estab- 
lished units, any standards of financial management which the state may 
formulate are largely nullified. 

The problem of selecting administrative personnel is a difficult one. 
Human nature being as it is, lay boards of education may unwittingly 
or intentionally select imcompetent persons for important administra- 
tive posts. The possibility of exploiting the schools for personal pecu- 
niary gain is an ever-present temptation to those charged with re- 
sponsibility for administering the school funds. Unfortunately ulterior 
motives often influence appointments. In other cases competent ad- 
ministrators are not permitted to perform their functions in an effective 
manner. Undue interference of school boards with executive functions 
is a common cause of administrative inefficiency. No state as yet has 
attempted to control the appointment of local administrators beyond 
certification, and no method has been devised whereby the state can 
entirely eliminate the incompetent. There is little or no evidence that 
the state can effectively control or assume the function of selecting local 
school administrators or guarantee that local boards of education will 
always act in the interests of the school. This is one of the weaknesses 
of popular control of education through a local administrative agency, 
but it is a small price to pay for the advantages of local participation in 
educational affairs. 

In addition to the methods suggested above, the state can do much 
to increase efficiency and secure greater economy in the management of 
school funds through research and through giving advice and assistance 
to local school officials. Few states have made more than a meager 
beginning toward exploiting the full possibilities of these functions.” 
With an adequate local administrative organization and a state de- 
partment of education staffed and equipped to supervise and assist in the 
management of school funds, much of the current waste and inefficiency 
could be eliminated from the public school system. 

“Only 20 states have divisions of research and surveys; 12 states have divisions of 
finance: 12 states have divisions of statistics; and 11 states have divisions of auditing 
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Protection of the taxpayer.—The power of the state to tax is subject 
only to constitutional restriction.“ It does not follow, however, that 
this power may be exercised without due consideration for the welfare 
of taxpayers. While the state may tax to the point of confiscation 
unless restrained by organic law,” to do so in any comprehensive manner 
would obviously defeat two of the basic purposes of government, namely 
the protection of property rights and the promotion of economic welfare. 
The federal Constitution forbids discrimination in taxation between 
persons and property of the same class, and 45 state constitutions re- 
quire that taxes shall be uniform and equal, which means “that no class 
of subjects or property shall be discriminated against or favored in the 
levying and collection of taxes.” Six states have incorporated in their 
constitutions over-all limitations on local tax levies. Fifteen states have 
constitutional limitations on local school tax levies (Table I). The fact 
that definite restrictions on the taxing power of the state and its sub- 
divisions have been written into constitutional law is evidence that there 
is a recognized need for protecting taxpayers from discriminatory, in- 
equitable, and excessive tax levies. 

There are several methods available to the state for protecting the 
interests of the taxpayer. The more important of these are: 


1. Definition of what constitutes the legitimate purposes for which 
taxes may be levied. 

2. Designation of the subjects of taxation and the sources of reve- 
nue which shall be available to the various divisions of government. 

3. Limitation of the amounts of revenue to be raised and/or the 
tax rates that may be imposed. 

4. Regulation of the use of credit. 

5. Regulation and supervision of the procedures for raising and 
spending public funds. 

6. Provision that taxpayers shall have a voice in determining a 
tax levy either by direct vote or through elected representatives. 

7. Safeguarding public funds from loss and misuse. 


The first two of the methods ligted above, i.e., definition of the 
purposes for which taxes may be levied and designation of the subjects 
of taxation and sources of revenue which shall be available to the 
various divisions of government, are state functions which cannot be 
avoided or delegated. The subdivisions of the state have no power to 
tax except as specifically authorized by the states. When the state has 
delegated taxing power to a subdivision, the power is limited to such 
purposes as are expressed or implied and the prescribed procedures for 
levying the tax must be followed precisely.” The state may delegate the 
power to tax to local boards of education and permit considerable dis- 
cretion as to the details of procedure, the rates to be levied, and the 
determination of activities and services which are to be included in the 
school program. The extent to which the state should attempt to 
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control the details of these elements, either by constitutional and stat- 
utory limitations or by mandatory administrative regulation, is a moot 
question. 

State limitation of local school tax levies is the most common 
method of protecting the taxpayer. It would be a prodigious task to 
list with any degree of accuracy the numerous limitations which the 
states have imposed on local school taxes; to evaluate these limitations 
in terms of their effects on the educational program would require a 
detailed study of each state. While many of these limitations on local 
taxing power may be ineffective as protection to the taxpayer and in 
many instances may be definite hindrances to educational efficiency, the 
fact that practically all states do limit school taxes is evidence of the 
general acceptance of the principle that taxing power should not be 
delegated to local school authorities without restriction. There is agree- 
ment among authorities in the administration of public finance, however, 
that state limitation of local tax levies is a questionable method of state 
control.” These authorities contend that tax limitation does not effec- 
tively protect the taxpayer and that it obstructs the development of 
efficient financial administration. 

Closely related to tax limitation is the limitation of school debt. 
The use of credit is merely a method for securing the funds necessary 
to the operation of the school system. There are circumstances and 
conditions in school affairs in which the use of credit is not only justifi- 
able but necessary.“ Uncontrolled use of credit by public officials, how- 
ever, leads to waste, extravagance, and unnecessary costs, and results 
in excessive burdens on the taxpayer. Table II indicates that all states 
regulate school debt in more or less detail. Studies by Halsey™ and 
Smith,” however, show that the present state systems for controlling 
school debt are defective in many important respects and fail to achieve 
their fundamental objectives. 

The significance of state regulation and supervision of financial 
procedures in securing economy and efficiency has been suggested in the 
preceding section of this study. State control of this type contributes 
much to the protection of taxpayers. In fact, many authorities contend 
that regulation and supervision of local financial practices constitute 
a much more effective protection against excessive and indefensible tax 
burdens than does strict limitation of tax levies and public debt.” 

Budgetary review is one of the forms of state supervision designed 
in part to prevent excessive tax levies. The review may be confined to 
elements of budgetary form and procedure, leaving the determination 
of the amount of the appropriation to the local administration. The 
object of such review is to secure conformity to desirable procedure. 
In fifteen states, state reviewing authorities have the power to change 
local school levies and appropriations. The principal reason for placing 
the final decision on the school tax in a state authority is to afford 
another avenue of protection for the taxpayer. The question as to 
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whether the state or the locality shall have the final authority to 
determine the local school tax and the appropriation thereof is the 
most significant issue in the allocation of financial control. Attention 
will be given later to this point. 

That taxes shall be levied only by consent of the people is a founda- 
tion stone in American political democracy. The ultimate authority in 
taxation rests with the people themselves and may be expressed only 
by direct vote or through duly elected representatives. In the state, 
the taxing power is confined to the legislature. In many local school 
jurisdictions, tax levies are authorized by popular vote; in others the 
will of the people is expressed through representative boards of educa- 
tion. In the latter case, the acts of the board should be made known and 
citizens should be privileged to appear and be heard on the question 
of appropriations and tax levies. Direct vote of the school tax levy or 
budget is impractical in any but the small school units. If the school 
board is properly constituted and truly representative, the citizen has 
herein the most effective means of defense against excessive tax. 

Safeguarding of school funds as one of the purposes of state finan- 
cial control has been discussed in a previous section. Obviously, any 
failure in this important function must react to the detriment of the 
taxpayer. A system of financial control designed to keep the tax 
burden to a minimum consistent with acceptable standards of public 
service and to secure the maximum value from the expenditure of 
public funds must safeguard these funds from loss and misuse. 

Frequently protection of the taxpayer is narrowly conceived of in 
terms of low tax levies and minimum governmental costs. The problem 
is far more pervasive than this; it permeates all areas of financial con- 
trol. Taxpayers are not only the supporters of governmental service 
but are also the recipients of the benefits. This is particularly true of 
taxation for public schools. The benefits of education accrue to all, 
directly or indirectly; without education neither the state nor the 
individual can prosper. 

It is generally accepted that each citizen shall contribute to the 
support of education in proportion to his financial ability rather than in 
proportion to individual benefits received. In a democracy, education 
is a fundamental function of government and has a primary claim on 
the resources of the state. The adequacy of the educational program 
must receive prior consideration to the burden of school costs. The 
resources of the state are not unlimited and there are many worthy de- 
mands on the public purse, but to focus attention on those elements of 
control which are primarily .designed to keep the tax burden at a 
minimum is likely to prevent the state from attaining the objectives of 
one of its sovereign functions. 

Viewed in its entirety, protection of the taxpayer includes (1) se- 
lection of worthy educational activities and services, (2) equitable 
distribution of the financial burden of support, (3) organization and 
management of the school system to secure maximum results from 
available revenues, and (4) adequate safeguarding of the funds. The 
public, which includes the taxpayers, is best served when all the ele- 
ments in the public school system function efficiently and economically. 
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For the state to place mandatory limitations on the school revenue and 
neglect other factors which contribute to excessive cost is to deny the 
taxpayer the more effective protection which can be secured from 
forms of control better designed to secure economy and efficiency in the 
school system. 


SUMMARY 


The analysis thus far shows that the states have developed a wide 
variety of controls over school finance and have organized these controls 
into systems which show little similarity in function or agreement in 
purpose. This is to be expected since there was little in the way of 
precedent, principle, or tested experience to guide state legislatures 
in the formation of the public school system. As problems developed 
and new needs emerged, adaptations were made in the existing systems 
or new functions were added. Far too frequently new types of financial 
control have been developed merely to bolster up tottering administra- 
tive structures which lacked solid foundations on which to build effective 
systems of school finance. Much of the current trend toward centraliza- 
tion may be attributed to organic defects in the public school system 
which the state has attempted to correct by regulation and restriction 
or by direct assumption of responsibility and authority. 

The purposes which state controls in school finance may and do 
serve are clear and quite generally accepted, but the effectiveness of 
the different types of control in serving these purposes is, in many 
cases, subject to question. It is apparent, too, that no state has yet 
succeeded in developing a system of financial controls which serves in 
any adequate manner all of the legitimate and desirable purposes of 
the state. 

The fact that only a few of the controls listed in Tables I, II, and 
III have been adopted by a majority of the states is a significant 
indication that centralization of financial control has not developed to 
the degree assumed or that state control has been extended beyond the 
limits of profitable operation. 

It is evident that state controls of school finance may conflict so 
that an overemphasis of one type of control may negate another. At- 
tempts to serve a particular purpose may operate to defeat other 
purposes quite as important. The problem is to develop a system of 
state and local controls of school finance which will operate harmoniously 
and effectively to protect and promote the public interest in education. 








CHAPTER IV 
ALLOCATION OF CONTROL IN SCHOOL FINANCE 


THERE are no inherent bases for the allocation of control of school 
finance between the various state and local governmental agencies. The 
authority of the legislature to establish a system of public schools and 
to regulate and control any or all aspects thereof within the limits pre- 
scribed by the constitution is recognized and accepted in legal theory 
and in practice. The practical limitations of the legislature in dealing 
with a function so complex and diverse as public education, however, 
necessitate the delegation of much responsibility and authority to state 
and local administrative bodies. The legislature cannot escape its re- 
sponsibility to determine the administrative structure of the school 
system, to define the functions of each of the component parts, and to 
provide for the general operation of the whole. Beyond these minimum 
essentials there may be and is great diversity in the allocation of control 
among the various administrative divisions which have been developed 
by the states to conduct their public school systems. 

The state faces three problems in the allocation of the control of 
school finance, namely: (1) the division of control between the state 
and the local school unit, (2) the organization of the administration of 
those functions which the state retains in part or in whole, and (3) 
the regulation and supervision of local administrations. The effective- 
ness of the state’s system of financing schools will depend to a large 
extent upon solving these problems of allocation of control to the end 
that all of the agencies involved are codrdinated and integrated in a 
functional whole. The acceptable criteria for a system of financial 
controls are to be found in the results achieved; the decision as to the 
functions which the legislature, the state department of education, and 
the local school administration should respectively assume must be 
based upon full consideration of the ability of each to perform success- 
fully in the designated area. 

The opportunity to evaluate scientifically the effects of diverse 
systems of financial control is limited. The complexity of the factors 
involved and the varying conditions to be found in the different states 
make it difficult to isolate a single type of control and analyze it in all 
of its ramifications. It is only when the effects are extreme that the 
causal relationships are clear. There is little or no possibility of de- 
liberately manipulating the administrative system in order to observe 
the effect of change in the elements of control. Likewise, comparison 
of different states to determine the relative effectiveness of the types 
of control employed and their allocations in the governmental organiza- 
tion is subject to severe limitations. A single weak element in the 
complex structure of financial administration may more than offset the 
positive effects of other elements which conform to accepted principles 
and good practice. 

Because of these difficulties it is necessary to approach the prob- 
lems of allocation of financial control from the standpoint of principles 
and objectives rather than to await the results of scientific determina- 
tion of cause and effect relationships. Proposals based upon untested 
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assumptions should not be accepted as final solutions until proved in 
practice, but there is a large array of evidence to support certain basic 
principles of administrative organization and control which, if properly 
applied, would contribute much to the realization of the state’s purposes. 


BASES FOR THE ALLOCATION OF CONTROLS 


Administrative powers.—American government has developed under 
the theory of separation of legislative, judicial, and administrative 
powers. This general principle has been accepted as basic to the 
organization of the state as well as of the federal governments. As 
governmental functions expanded and public services not originally 
contemplated as within the sphere of governmental action were assumed, 
the theory of the separation of powers soon proved to be inoperable.’ 
In more recent years there has been a vast development in the field of 
administrative law in which the former distinctions between the proc- 
esses of government have been broken down. In the federal government 
the Interstate Commerce Commission, the Federal Trade Commission, and 
numerous other commissions and boards are examples of administrative 
bodies which exercise broad legislative and judicial powers. 

In the states, public education was probably the first important 
governmental function which did not lend itself to the traditional 
theories of control. From the beginning no state has attempted to deal 
with the problems of education directly, although there has been no 
exception taken to the principle that education is a function of the 
state. The right of the state to delegate legislative powers to sub- 
divisions charged with the responsibilities for operating the schools has 
been upheld.’ Both legislative and judicial powers have been conferred 
upon state boards of education. The fact that legislative and judicial 
powers delegated to state and local administrative bodies must be 
limited to the areas prescribed by the legislature does not detract from 
the significance of these powers as means for adapting governmental 
control to the objectives of public service. 

The necessity for administrative discretion in the handling of gov- 
ernmental affairs is being increasingly recognized.’ This applies as well 
to education as to other types of governmental endeavor.’ The wide 
variation in local conditions under which the schools must operate, the 
lack of well-defined standards of service, the constant and at times rapid 
change in social needs to which the schools must adjust, the discovery of 
improved methods of organization and procedure, and the need for 
technical expertness in dealing with the problems of education are 
factors which require a large measure of discretion in administration if 
the school enterprise is to function effectively. School administration 
cannot be reduced to a ministerial status; there must be freedom to 
choose between alternatives, to adjust to varying conditions and needs, 
and to experiment if public education is to contribute the maximum to 
the development of the democratic state. This is equally true in both 


‘Gaus, J. M.; White, L. D.; and Dimock, M. E. The Frontiers of Public Adminis- 
tration, pp. 56-58. 

>See page 17. 

‘Gaus, J. M.; White, L. D.; and Dimock, M. E., op. cit., pp. 45-65. 

*Yakel, R., op. cit., pp. 25-47. 
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state and local school administration. The tendency to strait-jacket ad 
ministrative with legislative mandates, strictly construed, is the most 
objectionable feature of the current trend toward the centralization of 
control of school finance. 

The principle that state and local boards of education should be 
policy-forming bodies has long been accepted in public school administra- 
tion. The inability of the legislature to deal with the details of the 
educational program led to the delegation of considerable discretionary 
authority, particularly to local boards of education. From this sprang 
the tradition of home rule and local initiative. As the school system 
developed, a number of problems emerged that required attention on a 
state-wide rather than a purely local basis. To meet these problems 
the legislature either extended the functions of state boards of education 
or attempted to deal with the problems directly. In addition, local school 
administration became increasingly inadequate to cope with the prob- 
lems of the growing school system. Rather than attempt comprehensive 
reorganization of local administration, the majority of state legislatures 
have elected to correct the deficiencies of local administration by extend- 
ing state control. Much of this has been in the nature of statutory 
regulation and restriction, and in some instances the regulations have 
been incorporated into the state constitutions. When control has been 
assigned to state boards of education, far too frequently their powers 
have been so circumscribed that there is little leeway for adaptation 
and adjustment. 

A comprehensive view of the problems now facing American educa- 
tion would indicate that there is increasing need for discretionary au- 
thority and broad quasi-legislative power in state and local school 
administration. State administration must be in a position to attack 
many problems of education on a state-wide basis. Freedom to adapt 
state regulations and requirements to local needs and conditions is nec- 
essary if the solutions to these problems are adequate and equitable. 
Change is the fundamental element in progress; state control of public 
education has been characterized far too often by its static qualities. 
Correction of this defect lies not in restricting the powers and curtailing 
the functions of state school administration but rather in extending the 
areas in which the state administration may operate and increasing its 
ability to adjust within those areas. 

Practically all of the studies of administrative problems in school 
finance which have considered state functions lead to the conclusion 
that state administration has been inadequate in many areas where it 
could effectively operate. State regulation and supervision of budgetary 
accounting and auditory procedures, assessment of property, adminis- 
tration of taxation, fiscal safeguards, local use of credit, and adminis- 
tration of expenditures are either weak or entirely lacking in many 
states. The state may well assume these functions without infringing 
upon the functions of local administration. To do so requires that state 
administration be empowered to determine policies, formulate standards, 
and adapt procedures to conditions and needs within the state. The 
need for proper safeguards of such powers should be recognized; state 
administration should operate within a framework of principles and 
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objectives clearly set forth in the constitution and the statutes. Examina- 
tion of the details of the controls listed in Tables II and III of this 
study indicates, however, that a real need in financial administration is 
the transfer of many of the controls from the area of statutory regula- 
tion to the jurisdiction of state administration. 

Laws have to be interpreted, applied, and enforced. Conflicts and 
controversies frequently arise, and must be adjudicated. Within the 
school law the line of demarcation between the administrative and the 
judicial is frequently obscure. This has long been recognized. As 
early as 1822, New York state conferred upon the state superintendent 
of common schools judicial authority in disputes arising under the school 
law.’ At present, the departments of education in 34 states exercise 
some judicial functions. These functions vary from mere interpretation 
of the school law and rendering of opinions to final jurisdiction in all 
controversies involving the school law. The advantages of lodging 
judicial power in the state school administration are well stated by 
Brubacher.’ Briefly summarized these are: 


1. The administrative judiciary is more economical and expeditious 
in handling cases than are the common courts. 

2. The education department can dispose of all phases of a case 
in a single decision. It can not only reverse a wrong action but can 
direct the appropriate one. An action at common law inures only to the 
injured person who brings it and gives only pecuniary damages without 
substituting the correct procedure in place of the erroneous one. 

3. Administration may be liberal in the interpretation of the law 
and may determine judicial questions with a view to the general effects 
on the whole school system as well as to the technical requirements of 
the law. The courts are limited to the facts and the law and are inter- 
ested in general rules of law. In cases brought before the education 
department the executive function may take precedence over the 
judicial. 

4. Legal technicalities and formalities are eliminated in quasi-judi- 
cial cases. 

5. The education department may give ex parte advice without 
awaiting appeal and still retain the right to judge on appeal. 

6. Experience indicates that administration of justice by state 
departments of education is quite satisfactory. 


There is some question as to the extent to which educational boards 
and officials should have extensive judicial powers.’ Obviously such 
powers should be strictly defined and should in no way infringe upon 
the jurisdiction of the courts in cases involving personal rights, torts, 
breach of contract, illegality, and fraud. It appears, however, that the 
administrative judiciary can interpret the school law, decide disputes 

5 Laws of New York, 1822. Ch. 256, See. 7. 

*Brubacher, J. S. “State Administrative Departments as Administrative Judicial 


rribunals.”” American School Board Journal 77:33. December, 1928. 


7 Cocking, W. D., and Gilmore, C. H. Organization and Administration of Public 
Education, p. 35. 
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arising in the conduct of school affairs, enforce statutory and administra- 
tive regulations, and require correct procedures and practices with more 
salutary effect on the public school system than would obtain were these 
functions confined to the courts and the state’s attorney general. 

The implications of the foregoing principles in the attainment of 
the purposes of state control in school finance are fairly clear. Stat- 
utory controls should be limited largely to statement of principles and 
objectives, definition of function within the administrative structure, 
assignment of responsibility and authority, and the provision for ade- 
quate financial support. The state should refrain from attempting to 
regulate in detail by legislative mandate those phases of school finance 
in which standards are indefinite, procedures are in a developmental 
stage, and adaptation is needed. If the desirability of a particular 
procedure or type of control is clearly established and it may be ap- 
plied over a large area in a uniform manner, statutory prescription 
may be justified. If the details of the procedure or control are highly 
technical, it will be necessary to provide for these outside of the 
legislative act. 

Constitutional provisions should be limited to the general require- 
ment that the legislature provide for the establishment and operation 
of a system of public schools free and open to all. The constitution 
should avoid any attempt to define the scope of public education either 
in terms of the age groups to be served or the types of education to be 
included. Constitutional restrictions as to the sources of revenue avail- 
able for school support, limitations on taxes and debt, prescription of 
methods for the distribution of state school funds, and definitions of the 
structure and functions of state and local school administration have, 
in many instances, proved to be almost insurmountable obstacles to 
the development of an efficient state school system. Any attempt to in- 
corporate such controls into the state constitution should be strongly 
resisted. 

Broad quasi-legislative and judicial powers should be conferred 
upon the state school administration. The state board of education 
should be a real policy-forming body. Its principal function should be 
to formulate the details of financial procedure in terms of principles 
and objectives set forth in the statutes, to develop standards of prac- 
tice in the management and control of school funds, and to adopt rules 
and regulations conducive to securing economy and efficiency in the 
expenditure of school money. The state board of education should have 
the power to enforce its own rules and regulations provided these are 
in accord with the intent and purpose of the school law. 

The state department of education should be responsible for se- 
curing local conformity to state requirements expressed either in the 
statutes or in state administrative rules and regulations adopted in 
accordance with the law. Appropriate powers to enforce state require- 
ments should be conferred upon the state school administration. Such 
powers may include the imposing of financial penalties, the removal of 
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local school officials from office, or, in extreme cases, the direct as- 
sumption of local administration.” 

Sufficient discretion should be allowed the state school administra- 
tion to permit desirable adaptation of state requirements to varying 
needs and conditions within the state. In many instances standards 
cannot be universally applied or uniform procedures required. If such 
were attempted, the standards and procedures would have to be held to 
a minimum or the requirements would be beyond the ability of many 
local school units to meet. The more desirable provision is to permit 
justifiable adaptation of state requirements to the needs and abilities 
of the various classes of school districts within the state. 

State administrative control of school finance need and should not 
be arbitrary and dictatorial. Many, if not most, of the purposes of 
state control discussed in the previous chapter can be accomplished 
through advice and assistance to local school officials and through super- 
vision of financial procedures without resort to highly detailed com- 
pulsory regulations and restrictions. Where the need for definite con- 
trol is clear and the efficacy of a particular method has been proved, 
the state should establish the appropriate control by statutory require- 
ment or administrative regulation or both. Failure to do so is merely 
to neglect a fundamental state responsibility. 


Adequacy of administrative agencies.—Assignment of responsibility 
and authority to administrative agencies which are incapable of per- 
forming their functions successfully is a major weakness in the present 
systems of school administration. In many states there are thousands 
of small, weak school districts which are without competent admin- 
istration and which are entirely incapable of supporting it. There is 
little or no point to the current to-do about home rule and local 
initiative when the vast majority of school units are in no position to 
manage their own affairs efficiently. 

Unfortunately most states have attempted to remedy the deficien- 
cies of the small school unit by increasing state regulation and re- 
strictions rather than by undertaking the necessary reorganization of 
local school systems. The most elaborate state school administration 
can hardly deal effectively with a multiplicity of school systems except 
by legislative mandate and administrative fiat, the evils of which have 
been demonstrated. 


Studies by Briscoe," Dawson,” Holmstedt,” and Little” provide sub- 


’ The power of the Commissioner of Education of New York to withhold state school 
funds and to remove local officials for nonfeasance and misfeasance has been upheld in 
a number of cases. In a case at Elmira (Matter of Appeal of Citizens of Elmira v. 
Board of Education, Jud. Dec. 585, 1891) the city failed to levy and collect the school 
taxes because of a political dispute. Superintendent Draper intervened and directed the 
city officials to collect and apportion the school tax without the authority of the mayor 
and the common council. In Watervliet the local board failed to appoint teachers and 
otherwise prepare to open schools. The state superintendent directed that the schools be 
opened at a set time. Upon the failure of the local board to comply with this order, a 
member of the state department of education was installed as temporary superintendent 
with orders to put the system in operation. The order included specifications as to per- 
sonnel appointments, salaries, supplies, equipment, etc. The power thus to assume direct 
control of a school system when the local board failed to act in accordance with state 
requirements was upheld by the courts in Hutchinson v. Skinner, 21 N.Y. Mise. 729, 
735 (1897). 

* Briscoe, A. O. Size of Local Unit for Administration and Supervision. 

1” Dawson, H. A. Satisfactory Local School Units. 
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stantial evidence of the inadequate administration, high costs, and 
general educational inefficiency characteristic of small school units. 
Many of these units have insufficient financial resources to support any 
but the most meager educational program. The burden of school taxes 
in these districts has given rise to much of the clamor for stringent 
state limitations on local school revenues. Even where resources are 
ample there is little hope of securing superior results except at ex- 
cessive cost. Local school boards can hardly be expected to manage the 
school funds entrusted to them without the advice and assistance of 
competent, technically-trained administrators. To attempt to remedy 
these defects of the local school unit by increasing state control 
is to expect the impossible. The task of providing supervision and 
assistance in the management of the financial affairs of hundreds 
or thousands of school districts with little or no local administrative 
service is beyond the ability of any state department of education yet 
conceived. The only remedy lies in comprehensive reorganization of 
the local school units to afford competent and adequate administrative 
service and to make possible a school organization which can function 
efficiently and economically. 

State school administration is, in many states, incapable of per- 
forming any but the most limited functions of supervision and control. 
Far too little attention has been given to this important level in school 
administration. Recent studies by Cocking and Gilmore show that state 
departments of education, generally, are poorly organized, limited in 
personnel, and inadequately financed.“ In only a dozen states has the 
importance of supervision and control of finance been recognized to the 
extent of establishing a separate division of finance in the state depart- 
ment of education. In the majority of states the state department of 
education does little more in financial administration than distribute 
state school funds and prescribe forms for accounting, budgeting, re- 
porting, etc. Little is done in research and surveys beyond the publica- 
tion of a periodical report of financial statistics. With the limited 
facilities at their command, state departments of education can do 
relatively little to establish standards, develop procedures, supervise 
local practices, and render assistance to local administration. 

Few state boards of education have the advice and assistance of 
technical experts in the formulation of state educational policies. Under 
the general practice of electing the state superintendent on a political 
ballot for a short term, there is little assurance that this important office 
will be occupied by a competent individual. A state department of 
education subject to the political spoils system is not likely to attract 
and retain high-grade professional personnel. Political manipulation of 
the state board itself is much too common to encourage a high degree 
of confidence in this important body. There is great need in many 
states to improve the personnel and organization of the state depart- 
ment of education. 

The practice of delegating important controls of school finance to 
noneducational administrative officials and boards is questionable. Re- 
view of local school budgets and tax levies, approval of bond issues, 
auditing, and development of financial forms are types of control dele- 


*% Cocking, W. D., and Gilmore, C. H., op. cit., pp. 67-100. 
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gated to state officials not connected with the education department. 
This practice tends to divide state school administration and to prevent 
the proper codrdination and integration of educational policy and 
administrative procedure. State tax commissions, budget commissions, 
and other state reviewing bodies are frequently actuated by the desire 
to keep local taxes at a minimum rather than to render constructive 
assistance in developing efficient local administration and adequate 
educational programs.“ There seems to be little justification in results 
achieved for the delegating of state control of school finance to noned- 
ucational bodies; such evidence as is available leads to the conclusion 
that state supervision and control of school finance should be assigned 
to the state board of education or the state department of education. 

Briefly summarized, the foregoing analysis leads to the following 
conclusions: 


(1) The greatest obstacle to efficient administration of school; finance 
lies in the inadequacy of both state and local administration to perform 
the functions appropriate to each. Increased centralization of control 
will largely fail to remedy the current weaknesses of financial admin- 
istration until state boards of education and state departments of edu- 
cation are reorganized on a functional basis. On the other hand, the 
peculiar advantages of local control will not be realized so long as 
authority and responsibility are divided among numerous small and weak 
local units which are without competent administration or adequate 
resources and which are so limited in size that efficient school organiza- 
tion is impossible. 

(2) The solution to the problems of financial administration is not 
to be found in increased legislative regulation or in assignment of 
control to noneducational bodies. Neither have proved to be particularly 
effective in serving the purposes of financial control or in solving fiscal 
problems. 

(3) The primary need in the development of state control in school 
finance is for the establishment of state and local administrative agencies 
which are capable of discharging the responsibilities and exercising the 
authority conferred upon them. If and when this is done, many of the 
problems of administration of school finance can be solved and many of 
the current controversies and issues germane to centralized control 
will disappear. 





Variation and adaptability.—One of the principal objections to state 
control of public education grows out of the tendency toward uniformity 
and inflexibility. This is particularly true of specific requirements and 
restrictions incorporated in the constitution or the statutes. Usually 
such controls are uniformly applied to all the school systems of the 
state with little or no adaptation to existing differences in local com- 
munities. The desirability for uniformity in certain basic elements of 
the public school system should be recognized, but this need and should 
not be mistaken to extend to other elements in which variation and 
change are essential to educational progress. The determination of 


Studies by the author of the actions of state reviewing authorities in Indiana indi- 
eate that their principal criterion of success is the amount “saved the taxpayers”; other 
considerations are negligible. Similar conditions apparently obtain in Iowa and New 


Mexico. 
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those elements wherein there should be uniformity and of those elements 
wherein there should be diversity is one of the perplexing problems of 
school administration. 


Public education in the United States has developed to its present 
status under an administrative system which centers much responsibility 
and authority in the local school unit. Local school systems have been 
allowed a great deal of freedom to develop their educational programs 
in accordance with their needs, desires, and financial ability. Recent 
developments in the centralization of control have deprived local school 
systems of much of their autonomy. State requirements and regula- 
tions now are the foundations of control in areas where formerly local 
administration was free to determine objectives, standards, and pro- 
cedures. 


In general the effects of centralized control have been beneficial. 
Educational standards have been raised, school organization improved, 
administrative practices made more efficient, and the quality and com- 
petency of school personnel greatly increased. Concurrently with these 
developments, the methods of financing schools have been greatly im- 
proved through the expansion of state school support. New sources of 
revenue have been made available for school support. In a number of 
states the inequalities in educational opportunity have been partially 
removed and the inequitable distribution of the school tax burden has 
been corrected. On the negative side, however, there has been an 
alarming increase in the demands for more stringent regulation and 
limitation on local initiative and control. This has been particularly 
true in the realm of local school finance and may be attributed to the 
following factors: (1) the growing cost of education placed an exces- 
sive burden on the property tax which has been only partially corrected 
by shifting to more equitable and fruitful sources of revenue; (2) 
increased demands for relief and social welfare have subjected the whole 
tax mechanism to terrific strain; (3) since education has long required 
a substantial portion of state and local budgets and is the one large 
public enterprise subject to the direct sc-utiny of all the people, school 
budgets have become the target of those who desire to keep taxes at a 
minimum level; and (4) rather than accept the implications of a con- 
structive reorganization of the system of taxation, taxpayers have de- 
manded and obtained strict limitations on state and local tax levies. 
As a result, local school systems are prevented from using their re- 
sources to improve and extend their programs, thereby losing the fiscal 
independence which is an indispensable element in local initiative. 

A large measure of local control is essential if the public school 
system is to fulfill its function in a dynamic society. Education must 
be adapted to the needs of millions of pupils and to diverse conditions 
in the communities in which the schools are located. As new social 
problems emerge, appropriate educational materials and methods must 
be developed to solve them. Variety and flexibility must be character- 
istic of a school system if education is to be adapted to developing 
needs and changing conditions. There must be freedom in the school 
system to experiment, invent, and adapt, and these are possible only 
when external restraints are absent. 


STATE CONTROL OF PUBLIC SCHOOL FINANCE 47 


Local initiative has been the primary source of educational progress 
the United States and it is likely to continue to be, for as yet there 
is no evidence that the necessary variation and adaptability can be 
secured under highly centralized control. State school administration 
can encourage and stimulate local administration in its efforts to 
develop more effective educational programs, but initiation of variation 
must come largely from local sources. 

Freedom to tax and to spend is a fundamental element in local 
initiative.” Communities which are limited in financial resources or 
which are prevented from using their resources to extend and improve 
their educational programs are severely hampered in the adaptive 
processes. It is the state’s business to supplement local resources where 
they are inadequate and to refrain from imposing undue limitations on 
the use of those resources available to the community. 

The most objectionable feature in the development of state con- 
trol in school finance has been the tendency to increase the limitations 
on school tax levies and otherwise to hamper local school boards in the 
control of school revenues. While such controls may afford some measure 
of protection to the taxpayer, they are inimical to educational progress. 
One of the important purposes of state school administration is to keep 
the way clear and open for the development of educational programs 
better adapted to the needs of the individual and society; other con- 
siderations are secondary. The current trend to limit further the fiscal 
independence of local school administration must be resisted; otherwise 
local initiative will wane and the chief source of vigor and vitality 
in American education will dwindle. 


Integration of administrative functions.—There is and can be no 
fundamental antagonism between state and local administration of 
public education. Education is a function of the state and local admin- 
istration is merely an instrumentality of the state. Local school admin- 
istration has no inherent rights; it may exercise only those powers and 
assume only those responsibilities which the state permits. The purposes 
and objectives of school administration must necessarily be the purposes 
and objectives of the state. The primary problem is not to resolve a 
conflict between state and local control, but rather to codrdinate and 
integrate these two levels of control into an administrative system most 
conducive to attaining common purposes and objectives. 

The current issues between state and local control have not arisen 
from any fundamental differences in state and local objectives, but 
rather from failure to define clearly these objectives and to determine 
wherein each type of administration may make its maximum contribu- 
tion to the solution of administrative problems incident to the attain- 
ment of the objectives. 

Examination of the purposes of state control in school finance set 
forth in Chapter III of this study leads to the conclusion that these are 
likewise the basic purposes of local financial control. The failure of 
local administration to serve these purposes adequately has been a 
major factor in the development of centralized control. 

It should be emphasized again, however, that the defects of local 


% Mort, P. R., and Cornell, F. G. Adaptability of Public School Systems, pp. 101-2. 
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financial control cannot be completely eliminated’ by the simple device 
of removing responsibility and authority from the local unit to the 
state. The necessity for the free exercise of local initiative, if public 
education is to serve its function in a dynamic society, is clear. It is 
also clear that effective local initiative depends upon a large degree of 
fiscal independence in the local unit. On the other hand, there is much 
evidence of the need for state regulation and supervision of local finance. 
The state should not permit local administration to indulge in financial 
practices which lead to waste and extravagance. Sound procedures in 
budgeting, accounting, auditing, financial reporting, protection of funds, 
use of credit, purchasing, levying of taxes, and expenditure of funds 
should be required of local administration in all units. When standards 
for these procedures are well established or when uniformity is desirable, 
the state should set the standards and prescribe the procedures. Local 
administration should not be restrained, however, from extending and 
supplementing state requirements or adapting procedures to local con- 
ditions and needs if better results are secured thereby. 

The state frequently defeats its own purposes by subjecting local 
school administration to undue regulation and restriction or by over- 
emphasizing one purpose of control to the point that other purposes are 
nullified. Restrictions on the use of local school revenue by tax limita- 
tion, budgeting review, bond limitations, or division of revenue into a 
multitude of restricted funds are cases in point. Such controls tend to 
hamper local adaptation and variation and thereby prevent educational 
progress. 

The need for codperation between state and local administration is 
apparent if conflicts are to be reduced to a minimum. The formulation 
of standards and the development of procedures should be the joint 
task of the state and local administrations. If the local school system 
is the chief source of innovation and experiment, the state should not 
only encourage local administration in new practices, provided such 
are not antagonistic to accepted principles and objectives, but should 
also draw upon local experience in developing rules and procedures 
suitable for state-wide use. State rules and regulations which are im- 
practical and state standards which are unattainable could be avoided 
if there were close collaboration between state and local administra- 
tion. Yakel” proposes that the state board of education be required 
to consult school administrators and educational leaders prior to the 
adoption of any general administrative code, regulation, or rule. Kil- 
patrick” also proposes that consultation among state and local officials 
should proceed through regularly constituted channels and joint repre- 
sentation on committees. He recommends a state commission on local 
finance which would contain representatives of communities. This com- 
mission would act as an appellate tribunal and would formulate super- 
visory programs. Whether or not there is formal legal provision for 
state and local codperation, the state administration should take the 
initiative in fostering relationships which will lead to local participa- 
tion in the development of the objectives, standards, and procedures 
of financial administration. Such codperation would be a significant 





% Yakel, R., op. cit., p. 142. 
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source of improvement in both state and local control of school finance 
and would also provide for the necessary adaptation to varying con- 
ditions and needs among local school units. 


Emphasis should be placed on the importance of setting up a type 
of state supervision in which advice and assistance to local administra- 
tion rather than mandatory regulation and restriction are predominant 
elements. Local administration of school finance should conform to sound 
principles and acceptable standards, but a well-integrated system of 
financial controls should extend beyond these minimum essentials. There 
is persisting need for improvement in the management of school funds, 
for increased efficiency in the organization and operation of local school 
systems, and for continued adaptation of educational programs to local 
conditions and social change. These needs must be met and the financial 
problems involved must be solved largely through local administrative 
action. State school administration can serve many of its functions by 
codperating with local administration in the solution of financial prob- 
lems which are primarily local in nature. 

Local administrative authority should be commensurate with local 
educational responsibility. When the requirements of the state’s mini- 
mum of educational program have been met, local administration should 
be free to supplement the state’s requirements and to exceed the state’s 
standards in terms of local needs and desires. The expenditure of school 
funds for educational purposes beyond the state requirements should 
be left to local administrative discretion, provided, of course, such pur- 
poses are within the scope of acceptable educational objectives. If adapta- 
tion, innovation, and experimentation are primarily responsibilities of 
local school administration, and available evidence indicates that these 
necessarily are local responsibilities, then local administration should 
be vested with the authority necessary to discharge these responsibilities. 
The state should not only permit but should encourage local school ad- 
ministration to use local revenues to extend and adapt educational 
services. It is in this manner that state and local school administration 
should be integrated and codrdinated in promoting educational progress, 
a fundamental objective of both levels of administration. 

Lack of financial resources is one of the principal causes of failure 
to develop efficient local school systems. Even though there may be no 
undue restriction on the use of local tax resources for school purposes, 
financial ability is prerequisite to the effective exercise of local initiative. 
When state requirements exhaust the financial resources of local school 
systems, there is little or no possibility of educational progress through 
local action. One of the objectives of state school support should be to 
finance the minimum or foundation program in such a manner that the 
local tax burden is equitably distributed and all school systems are left 
with a substantial proportion of their local tax resources to exceed state 
requirements. Several states have made considerable progress in de- 
veloping systems of financial support which require relatively low local 
school tax rates to finance the minimum educational standards. Unfor- 
tunately there has been a tendency to accompany increased state sup- 
port with greater restrictions on local school revenues, thus preventing 
the development of local initiative. Fiscal controls should be so codrdi- 
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nated with the systems of support that both contribute to the maintenance 
of adequate educational standards and to the promotion of educational 
progress. 

Although a partial division between state and local control of school 
finance may be achieved, complete separation of functions is hardly 
feasible. Financial controls must function through both avenues of ad- 
ministration toward the attainment of common goals. It would appear 
that complete integration of state and local control of school finance 
would include the following essentials: 


1. Clear definition of purposes and objectives arrived at through 
the collaboration of state and local school administration. 

2. Standards and criteria which have been developed in terms of 
stated purposes and objectives and which take into account the admin- 
istrative capacity and financial resources of local school systems. 

3. Requirements that fiscal procedures and practices conform to 
sound principles rather than to fixed rules and regulations. 

4. Freedom on the part of the locality and stimulation on the part 
of the state to adapt financial controls to local conditions and changing 
needs. 

5. Continuous efforts to improve both state and local administration 
through codperation in the solution of financial problems, research, ex- 
perimentation, and diffusion of new knowledge and improved practices. 

6. A system of state and local school support which guarantees an 
adequate minimum educational program in all local units, which equalizes 
the local contribution to the support of the minimum program on a low 
local tax rate, and which releases a large portion of local tax resources 
for the financing of local initiative. 


SUMMARY 


The foregoing analysis indicates that a functional system of admin- 
istration of school finance requires that controls be allocated among 
state and local administrative agencies on the basis of objectives to be 
attained and the adequacy of the agencies to perform in their respective 
areas. 

There is need for a large degree of discretionary power in both 
state and local administration. Constitutional and statutory controls 
lead to uniformity and inflexibility which can be justified only when 
the efficacy of procedures and of standards is well established. Adapta- 
bility and variation are essential characteristics of a dynamic system 
of financial control. The requisite flexibility in financial controls is 
assured only when there is freedom in state and local administration to 
formulate policies, determine standards, and develop procedures adapted 
to diverse conditions and changing needs within the state. 

The organization of state school administration should be adequate 
to the performance of its functions. The state board of education should 
be a quasi-legislative body empowered to adopt and promulgate rules 
and regulations consistent with the intent and purposes of the statutes. 
General requirements should be set forth in the statutes, but the details 
of procedure and standards of performance should be left to the discre- 
tion of the state board of education. 
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Administrative responsibility for the interpretation and enforcement 
of statutory requirements and state rules and regulations should be 
vested in the state superintendent and the state department of educa- 
tion. In addition, the department of education should be staffed and 
equipped to provide professional assistance to the state board of educa- 
tion in the formulation of state policies and to aid local school admin- 
istration in the solution of financial problems. 

An effective system of controls of school finance is hardly possible 
to attain as long as the present weaknesses in local administration 
persist. The almost complete lack of competent administrative service 
in thousands of local school systems makes it practically impossible for 
the state to secure efficient administration of school finance either by 
legal regulation or by administrative control and supervision. Improve- 
ment in the organization of local administration is the most pressing 
need in school administration. Little can be accomplished in developing 
efficient administration in school finance in many states until a compre- 
hensive reorganization of local administration is accomplished. 

There is need for greater integration and codrdination of state and 
local administration in the accomplishment of common purposes. Fi- 
nancial standards and procedures should be the product of codperative 
endeavor rather than of coercive state action or unlimited local autonomy. 
State school administration should not be limited to the enforcement of 
minimum standards, uniform procedures, and legal requirements. State 
administration can do much to improve local financial administration and 
to solve state and local financial problems through a constructive pro- 
gram of supervision in which assistance and advice to local administra- 
tion are predominant elements. 

State school administration should encourage local administration 
to exceed state requirements and to adapt educational programs to 
local conditions and changing social needs. Effective exercise of local 
initiative is dependent upon a system of school support which releases 
local financial resources for extending and supplementing state educa- 
tional requirements and upon methods of financial control which permit 
local administration to use local funds for adaptive purposes. Financial 
ability and fiscal independence are essential to the performance of local 
administrative functions. State school support should provide the nec- 
essary financial ability and state financial control should protect the 
fiscal independence of local school units, for both are essential to the 
full realization of the common purposes of state and local administration. 








CHAPTER V 
CONCLUSIONS 


A STATE’sS system of control of school finance should conform to 
accepted principles of law and government, should facilitate the attain- 
ment of the objectives and purposes of the public schools, and should 
secure the maximum educational service from the resources available for 
the support of schools. In the preceding discussions, an attempt has 
been made to formulate some of the principles basic to a system of state 
controls of school finance, to define the purposes of such controls, and 
to determine the bases for the allocation of controls among the various 
governmental units and agencies. The concluding discussion will be 
devoted to (1) a brief summary of basic principles and (2) the state- 
ment of a set of proposed criteria for evaluating practices and pro- 
cedures in state control of school finance. The principles and criteria 
are derived from judicial interpretation of the constitution and the 
statutes, analysis of types of financial control now in operation in the 
various states, and statements of authorities in government, public ad- 
ministration, school administration, and public finance. 


BASIC PRINCIPLES 


The term principle is used here to mean an hypothesis or proposi- 
tion which has been tested by observation and/or experiment and which 
is accepted as a guide to action or as a means of understanding.’ Certain 
principles pertaining to the control of school finance are firmly estab- 
lished and universally accepted. This is particularly true of those prin- 
ciples which are embedded in the constitutions or which have been 
upheld in a long line of court decisions. Certain other principles, es- 
pecially those pertaining to administrative organization and procedure, 
may not be universally accepted, but are sufficiently substantiated by 
experience and observation to be offered as guides to action until further 
evaluation suggests the need for revision or restatement. Principles 
generally grow out of the actions of a people seeking to obtain their 
objects and goals. The principles of educational administration have 
been developed out of the endeavors of the American people to establish 
a public school system consistent with the philosophy of American 
democracy and designed to secure and perpetuate the objectives of the 
democratic state. While principles grow out of practice, it does not 
necessarily follow that practice always conforms to accepted principles. 
There may be conflicts in purposes which lead to compromises in prac- 
tice, or methods of organization and procedure may not be developed 
sufficiently for their relationship to the principles to be clear. In other 
words, a principle may be accepted but the methods of application may 
be in a formative state. The great diversity of practice and procedures 
in the administration of public school finance indicates not so much the 
lack of principles as the failure to conceive the relationship between 
objectives, principles, and administrative methods. 

The statement of principles, which follows, is confined to those 


1Gaus, J. M.; White, L. D.; and Dimock, M. E. The Frontiers of Public Adminis- 
tration, pp. 13-25. 
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principles which are pertinent to state control of school finance. The 
development of systems of financial control which are in harmony with 
accepted principles, and which are effective in promoting the work of 
the public school system, is much needed in many states. Adherence 
to sound principles of organization and control would eliminate many 
of the current difficulties in financing public education. 


1. Education is a function of the state. 


Subject only to the requirements and restrictions of the constitu- 
tion, the legislature is responsible for and has complete power to estab- 
lish and provide for the maintenance of a public school system. It is 
the responsibility of the legislature to determine the administrative 
structure of the public school system, to define the functions and powers 
of the component parts, and to set forth the general rules and regula- 
tions under which the whole must operate. Local subdivisions of the 
state have no inherent powers to provide or control education; the local 
school unit is merely an instrumentality of the state. It follows that 
any system of financial controls must find its source in state action. 
Failure of the legislature to perform its functions or assume its re- 
sponsibilities results in inadequate organization of school administra- 
tion, defective financial controls, and inefficient management of school 
funds. 


2. Taxation is a sovereign power of the state. 


Taxes may be levied and public funds expended only for those pur- 
poses designated by the state and in conformity with the requirements, 
limitations, and procedures set forth in the constitution and the statutes. 
The legislature is subject only to constitutional restrictions in determin- 
ing the sources and controlling expenditure of state and local school 
funds. Statutes regulating taxation are strictly interpreted by the courts 
and usually are rigidly enforced. The legislature may confer upon school 
officials taxing powers which require administrative discretion, and the 
exercise of such discretion will not be questioned except for fraud or 
other illegal action. Administrative discretion, however, is confined to 
limits imposed by the statutes. In view of the strict construction of 
legal regulations, it is highly important that statutes pertaining to school 
taxes should be carefully drawn. Freedom to tax and to spend school 
funds for acceptable purposes and in accordance with sound standards 
of practice is requisite to educational progress. Stringent regulation and 
limitation of the taxing powers of school officials may prevent the 
realization of the state’s purposes in establishing the public school 
system. 


9 


3. The financial burden of school support should be equitably distributed 
among the taxpayers of the state. 

Public schools are established and operated for social purposes; the 
benefits accrue to society as well as to the individual. It is an established 
principle of American public finance that all members of society should 
contribute, in proportion to their tax-paying ability, to the support of 
those governmental enterprises and services which are essential to the 
preservation of the state and to the common welfare. Continued adher- 
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ence to the property tax as the principal source of school revenue has 
resulted in gross inequalities in the distribution of the school tax burden. 
The solution to this problem lies primarily in the reorganization of the 
methods of financing schools. Increased participation of the state in 
school support and the utilization of tax sources other than property for 
school revenues are essential to the equalization of the school tax 
burden. Current attempts to alleviate the distress of the property owner 
by limiting school tax rates, without first making fundamental changes 
in the methods and sources of school support, fail to secure the needed 
equalization. Financial controls designed to secure a more equitable dis- 
tribution of the tax burden should be integrated with a system of taxa- 
tion and methods of support which will insure that schools receive ade- 
quate revenues. 


4. The state should guarantee to all pupils educational opportunity on a 
level adequate to social and individual needs. 


The principle that all children should be educated and that public 
schools should be free and open to all is so widely accepted that it may 
be regarded as one of the axioms of democracy. Citizens must be pre- 
pared for social and civic responsibilities; thus schooling is implied. The 
democratic society flourishes when the potentialities of all individuals are 
developed; neglect of education leads to social disintegration and individ- 
ual failure. The state is not only exercising its rights but is performing 
its duty when it requires that all children be educated. The state is 
acting entirely within its province when it requires that schools be estab- 
lished, that pupils attend, and that the educational programs conform 
to acceptable standards. The financial implications of this principle are 
clear, though there may be confusion as to the optimum methods for 
realizing the educational objectives of the state. School taxes are no 
infringement on the rights of the individual or on the prerogatives of 
the locality. Direction of expenditure of public funds to secure equality 
of educational opportunity to all pupils is a primary responsibility of 
the state. 


5. Public education should be adapted to the needs of the individual, to 


varying social and economic conditions within the state, and to 

evolving needs of a changing society. 

A uniform and static school system has no place in the modern 
democratic state. Educational progress involves variation and change in 
the structure and functions of the school; educational efficiency requires 
adaptation of educational processes to the needs and abilities of individ- 
ual learners, to diverse social and economic conditions, and to the growth 
and development of society. Experimentation, innovation, and adapta- 
tion are essential characteristics of a dynamic school. There may seem 
to be some antagonism between the principle of equality of educational 
opportunity and the principle of adaptation, but such is not the case. 
The minimum educational program in itself must be an expanding and 
developing program. Methods for meeting new educational needs and 
improvements in educational organization and procedure must eventually 
be incorporated into the general educational program of the state. The 
avenues of educational progress should be kept clear and efforts to im- 
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prove and extend the school system should be encouraged. Freedom to 
use the school money for adaptation, whether the funds be derived 
from state or local sources, should be guarded in any pattern of financial 
controls. Regulations and restrictions which prevent the state or the 
local school unit from securing the necessary revenues and expending 
them for educational services adapted to the needs of individuals and 
society are in conflict with the fundamental purposes of the public school 
system. 


6. The control of public education should be kept close to the people. 


There is no governmental service or activity which is of greater 
significance to the people than is education. “It is important that all the 
people should feel responsible for their government. In no area is it 
more necessary than in the provision of public education that the think- 
ing, desires, and ambitions of the people be made effective.’” Controls 
which limit the expression of the popular will in educational affairs and 
which restrain the people in the use of their resources to provide for 
their educational needs and desires are contrary to the principles of 
democratic government. 


7. Public funds should be safeguarded from misuse, loss, fraud, and 
graft. 

Exposition of this principle is hardly necessary. To permit the ex- 
penditure of public funds for other than designated purposes and to ex- 
pose the public purse to fraud and graft defeats the very purposes for 
which governments are established. 


8. Financial ability and administrative authority should coexist with 
educational responsibilities. 

Probably the greatest shortcoming of the localism which character- 
izes American education is lack of ability in the local school units to 
finance adequate educational programs. If the state is to continue to 
impose the major responsibility for education upon the local school unit, 
the financial resources necessary to the discharge of this responsibility 
must be provided. Local school administration must be free from external 
restraints upon its authority to use available resources to advance edu- 
cational progress and efficiency. When local administration is inadequate 
or incompetent to exercise authority effectively, the remedy is not to 
be found in removal of authority but rather in the strengthening of the 
local administrative organization. The transfer of fiscal authority to 
governmental agencies, either state or local, which have no responsibility 
for the maintenance of educational programs neither cures the defects 
of school administration nor insures an efficient school. 


9. Legal and administrative controls must be evaluated in terms of 
achievement of educational objectives. 

The legal and administrative controls of education are means to 
ends rather than ends in themselves. The state possesses the power to 
establish and control the public school system, but this power must be 
exercised in a manner which promotes the public interest in education. 


* Educational Policies Commission. The Structure and Administration of Education 
in America, p. 42. 
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The acts of the legislature, the decisions of the courts, and the practices 
of the administration are the media through which the people secure their 
objectives. There should be no confusion between instrumentalities and 
objectives. The purpose of control is to facilitate the work of the school 
system. 


SUMMARY OF CRITERIA 


The term criterion is used here to denote a measure or test of ade- 
quacy and efficiency. A principle is a guide to action toward the achieve- 
ment of objectives; a criterion is the measure or test of the extent to 
which procedures and practices conform to accepted principles and are 
effective in attaining desired ends. 

The following criteria are offered as bases for evaluating a system 
of state control for school finance. The criteria are classified in terms 
of types and areas of financial control. Obviously there is some over- 
lapping among the classes; various types of control may operate in 
different areas to serve the same purpose. A system of financial con- 
trols must be viewed in its entirety, for many of the elements do not 
function independently. Control of revenues necessarily affects expendi- 
tures; likewise, regulation of the management of school funds may in- 
directly control both revenue and expenditure. 


Control of school revenues.—1. Revenues for the operation and main- 
tenance of schools are adequate to support an acceptable educational 
program, 


The quality and quantity of educational services are determined by 
the amount of money available for school support. The fundamental pur- 
pose of taxation for schools is to obtain the funds necessary to provide 
satisfactory educational opportunities for all pupils. 

2. All of the economic resources of the state are utilized for the sup- 
port of schools. 


When school revenues are limited to one or two tax sources, an 
inequitable distribution of the burden of school support is practically 
certain to result and the funds available are likely to be inadequate. 


3. The measures of taxrpaying ability are equitable. 


Property assessment should be fair and uniform. Exemptions should 
be limited to property used for social purposes. Regressive taxes on 
persons and business should be avoided. 


4. The burden of supporting the required minimum educational pro- 
gram is equalized. 


Equity and justice requires that the educational program which the 
state guarantees to all pupils should be supported by all taxpayers in 
proportion to their economic ability. The system of school support and 
the methods of financial control should insure that the educational re- 
quirements of the state do not impose excessive and unequal burdens on 
any group of taxpayers. 
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5. State school funds are apportioned on equitable measures of educa- 
tional need and ability to’ support schools. 

The primary functions of state school support are to equalize educa- 
tional opportunity and to equalize the tax burden of school support. 
The bases for apportioning state school funds should have a direct rela- 
tionship to educational need. Factors which affect school costs and 
which are beyond the control of local officials should be recognized in 
the measure of need. Differentiations for size and type of school are 
particularly important. In general, objective measures of need such as 
a specified amount of weighted pupil or teaching unit are more equitable 
than state approval of the details of the expenditure budgets. The 
measure of local ability to support schools should be accurate and valid. 
The true taxable value of property is the most practical measure of 
local ability to support schools. 


6. Local school officials are free to appropriate and expend revenues 
received from the state for general educational purposes. 

The practices followed in many states of designating state school 
support for specific purposes and of subjecting the local expenditure of 
state funds to special regulation and control only serve to complicate 
administration and to interfere with local initiative. State subsidy of 
special services and activities of local school systems is in general 
disrepute, particularly when matching of funds is required. State funds 
for general support and equalization of tax burden should be available 
for all of the legitimate functions and purposes of education. Special 
controls of state grants are not justified; these funds should be subject 
to the same controls as are revenues raised locally. Sound financial con- 
trols should apply to all revenues regardless of source. 


7. The machinery for the collection of taxes and the distribution of 
revenues is effective. 

When tax levies are set, the revenue to be received should be de- 
pendable. The time and the amount of the revenue distribution should 
be known. There is great difficulty in planning a financial program when 
school officials cannot anticipate revenue with a high degree of accuracy. 
8. Revenues are available when needed. 

Collections of local taxes and the distribution of funds should co- 
incide with the demands for cash as nearly as possible. Operating defi- 


cits, temporary borrowing, and the maintenance of large interim reserves 
should be avoided. 


9. Local school administration is fiscally independent. 

Schools should be kept separate from other local functions of gov- 
ernment. The authority to determine school tax levies should be vested 
in the body responsible for the school program. The local school board 
is not in a position to formulate educational policies and conduct schools 
in accordance with the needs and wishes of the people when non- 
educational authorities determine the school tax. 


10. There is provision for financing local initiative. 


When local school taxes are exhausted in meeting state requirements, 
there is little possibility of adapting education to local needs or of ex- 
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tending and improving educational services. State regulation and limita- 
tion of local school tax rates restrict local initiative. Equalization of 
support of the minimum educational program is the first step in releas- 
ing local initiative. Freedom to tax beyond the requirements of the 


minimum program is prerequisite to educational progress through local 
effort. 


Control of expenditures.—1. Local school officials are required to pre- 
pare, adopt, and adhere to a budget setting forth in detail the amount 
and purposes of school expenditures and the amounts and sources of 
school revenues. 


The budget is a plan for financing schools for a stated period. The 
budget is also the basic instrument of financial control. Expenditures 
must be anticipated and revenues planned if the school business is to 
function smoothly. Once the financial plan is adopted, the budget should 
serve as the authority for all expenditures. Provision should be made for 
adjusting the budget to unforeseen circumstances, changed conditions, 
and unavoidable emergencies. Provisions for the transfer of funds and 
adjustment of appropriations should be clearly defined and authorized in 
the same manner as the original adoption of the budget. 


2. Expenditures are confined to amounts appropriated and appropria- 


tions are limited to available revenues. 


The budget is in no sense an instrument of control unless it is re- 
quired that expenditures be limited to the amounts authorized in the 
budgetary appropriation. Expenditures and income should balance; there 
should be no operating deficits or large surpluses. 


3. The purposes for which school funds may be expended are clearly 
defined in the statutes and include all services and materials which 
are necessary to the conduct of an efficient educational program. 


Statutes delegating the power to spend school funds are strictly 
interpreted. Unless the purposes and objects for which school funds 
may be expended are definitely stated, controversies as to what con- 
stitutes the legal expenditure of school funds are likely to arise. The 
statutes should provide that school funds may be expended for any 
service or materials which are necessary to a complete educational pro- 
gram. 


4. The state prescribes the standards for the minimum educational 
program. 


Since it is the state’s function to provide for all pupils equal educa- 
tional opportunities up to an acceptable minimum, it is necessary that the 
state determine the standards of the minimum program and require that 
all local school systems conform to the standards. The minimum length 
of school term, compulsory school attendance, provisions for transfer 
tuition, and requirements for pupil transportation should be prescribed 
by the statutes. The state board of education should formulate and 
enforce minimum regulations and standards for: 

(a) Qualifications of teachers, supervisors, and administrative 

officers. 
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(b) Salaries of teachers and officials. 

(c) Curricula in the various types of schools. 

(d) Quantity and quality of instructional equipment and supplies. 
(e) Pupil transportation. 

(f) Buildings and sites. 


5. Local school officials are free to exceed state educational standards. 


State standards should be limited to minimum requirements. Local 
school officials should not be restrained from undertaking educational 
services and activities beyond the state requirements and adapting their 
educational programs to local needs and conditions, provided such under- 
takings and adaptations are within the scope of legitimate educational 
purposes and sufficient funds are available. Educational progress and 
adaptation depend upon the willingness of the people to use their own 
resources to improve and extend the services of the school. State con- 
trol should not interfere with this fundamental element of local initiative. 


6. Contracts for materials and services involving large amounts are let 
only after public notice and receipt of bids. 

It is a commonly accepted criterion of efficient business management 
that contracts for materials and services be let on bids. School boards 
should be permitted to make purchases and contract for services involv- 
ing small amounts without the formality of advertising and receiving 
bids. The minimum amount which may be contracted without notice and 
bids should not exceed $200 or $300. Professional service and common 
labor are usually exempted from the bid requirement. The instructional, 


clerical, and operating personnel of the school would likewise be 
exempted. 


Supervision of local school budgets.—1. Supervision of local school bud- 
gets is a function of state school administration. 


Review and approval of local school budgets by noneducational state 
agencies divorces authority from responsibility. The state board of educa- 
tion and the state department of education are the agents responsible for 
the state school system. All state administrative and supervisory au- 
thority over all phases of the school system should be placed in these 
bodies. The state board of education should prescribe the standards for 
local budgetary procedures and the state department of education should 
be responsible for securing local conformity to the standards. 


2. State review and approval of local school budgets is confined to pro- 


cedure and form. 

State reviewing authorities should determine that: 

(a) Revenue and expenditure estimates are accurate. 

(b) Appropriations are legal. 

(c) Revenues and appropriations are balanced. 

(d) The budget has been prepared and adopted in accordance with 

prescribed procedures. 
(e) State minimum educational standards are provided for. 
(f) Collusion and graft are eliminated. 
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The local school board should determine the quality and quantity of 
educational service and the amounts to be expended therefor, provided 
that state minimum standards are not violated. 


3. The preparation, adoption, and administration of local school budgets 
conform to acceptable standards. 


Authorities in school finance and business administration are in gen- 
eral agreement that sound budgetary procedures include the following 
elements: 


(a) The local board of education, subject to state requirements, 
should determine local financial policies. 

(b) The local board of education is made legally responsible for all 
revenues received, for all payments made, and for all contracts 
involving the school corporation. 

(c) The responsibility for preparing budget estimates and execut- 
ing the expenditure budget is delegated to the superintendent of 
schools. 

(d) The budget is adopted prior to the beginning of the fiscal year. 

(e) The budget is adopted after public notice and open hearings. 

(f) Adoption of the budget is a legal appropriation of funds for 
the purposes designated in the budget. 

(g) The basic budget forms are uniform for all school districts of 
a given class. 

(kh) The budget document includes: (1) a complete statement of 
revenues by source and amount; (2) detailed estimates of ex- 
penditures according to functions and objects; (3) comparisons 
of current estimates with revenues, expenditures, and tax rates 
of previous years; (4) explanations of increases or decreases 
in revenues and expenditures; (5) statement of indebtedness; 
(6) local assessed valuations; and (7) explanatory data, such 
as enrollments, per capita costs, etc. 

(i) The fiscal year conforms to the school year. 

(j) All contracts made and obligations incurred constitute encum- 
brances on the funds appropriated from the date of issue. 


Control of accounting and auditing.—1. Uniform financial accounting 
and reporting procedures are prescribed for the respective classes 
of school districts. 

Adequate accounting is basic to the administration and control of 
any financial enterprise. There is abundant evidence that local school 
officials neglect this important element in financial administration unless 
the state prescribes the accounting methods and forms. The accounting 
procedures should be adapted to the needs and administrative facilities of 
the different classes of school systems. The basic classifications of 
revenues and expenditures, however, should be uniform for all school 
districts. 


2. The prescribed forms and methods for accounting and reporting 
conform to accepted standards. 


The accounting system should provide a complete record of all fiscal 
transactions. Classification of expenditures should conform to the ac- 
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cepted definition of functions and objects. Revenues should be classified 
by source and funds. A summary of receipts and expenditures, together 
with data pertinent to the interpretation of school costs, should be re- 
ported to the state department of education. Similar financial reports 
should be made to the public. Budget, accounting, and reporting forms 
should include the same basic classifications of receipts and expenditures. 


3. Local school accounts are audited annually by auditors responsible 
to or members of the state department of education. 


The audit is basic to financial control. The purposes of the audit 
are to determine the legality of all fiscal transactions of the local school 
board, to detect evidences of fraud, collusion, and graft in the man- 
agement of school funds, to ascertain conformity with state requirements 
and regulations, and to check the limitation of expenditures to appro- 
priations. The audit should in no way involve direct control over local 
policies or the details of local financial administration. 


Control of local borrowing.—1. Local school bonds and long-term notes 
are restricted to the financing of capital outlay. 

If budget appropriations for operating expense are limited to avail- 
able revenues, there is no need for operating deficits except in cases of 
dire emergency entirely beyond the control of the administration. The 
funding of operating deficits places an undue burden on future budgets 
and hampers the development of a constructive financial program. 
Financing of capital expenditures through long-term credit is the only 
method of providing physical facilities available to the vast majority 
of school districts. State regulation of local school bond issues should 
prevent incurrence of unnecessary and excessive indebtedness. 

2. Adequate tax levies for debt service are required by law. 

Issuance of bonds or other certificates of indebtedness should be 
contingent upon provision for the payment of interest and principal. 
The credit of the school district can be maintained and the rights of 
the creditors protected only when local school officials are required to 
meet their debt obligations fully and promptly. 


9 


3. Limitations on the amount of bonded indebtedness which may be 
contracted are based on the real value of taxable property. 

Assessed valuations seldom equal the full taxable value of property. 
The ratio of assessed valuation to true value varies over a wide range 
among local jurisdictions. Limitation of bonded indebtedness in terms 
of assessed valuation of property tends to increase the differences in 
ability to provide school facilities and to impose inequitable burdens on 
taxpayers. 


4. State regulations of local bond issues require adherence to accepted 
standards of form and procedure. 
These standards should include: 
(a) Maximum term of maturity not to exceed 20 years. 
(b) Serial payments of principal. 
(c) Maximum interest rates commensurate with reasonable returns 
on high-grade investments. 
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(d) Flexible and elastic arrangement for retirement of issue to 
enable adjustments to be made to varying local needs and 
conditions. 

(e) Approval of issue by popular vote. 

(f) Prohibition of sale below par value. 

(g) Elastic limitations on maximum amount of indebtedness sub- 
ject to local referendum and state approval. 

(kh) State review and approval of all bond issues, such approval to 
be limited to legality of the issue, conformity to standards of 
form and procedure, and adequacy of proposals for retirement. 


5. Provisions are made for short-term loans to cover temporary short- 
ages in funds, such loans to be limited to the estimated amount of 
revenue to be received during the remainder of the fiscal period. 

Unanticipated contingencies may give rise to temporary deficits in 

school funds or emergencies may occur which call for additions to ap- 
propriations. Irregular tax collections and unexpected increases in tax 
delinquencies also cause shortages in funds. It is quite in accord with 
sound practice to meet such needs for cash through the use of credit. 
It may also be safer and more economical to resort to short-term loans 
than to carry large operating balances over long periods. Temporary 
shortages of cash should be cared for by short-term loans. Issuance 
of warrants without funds for payment is an indefensible practice and 
should be prohibited. Short-term loans should be retired within the fiscal 
period for which they are secured and the obligations should be met 
from the revenues of that period. Funding of short-term loans or con- 
tinued deferrence of payment are contrary to sound financial practice 
and should be prohibited. 


Protection of school funds.—1. All officials responsible for the collection 
and custody of school funds are fully bonded. 


Public funds should be protected from dishonest officials. The law 
should require that all officials who are responsible for and have access 
to school moneys furnish surety bonds equal to amounts intrusted to their 
care. 


2. School fund deposits are fully protected by surety bonds or pledged 
securities. 

Losses of school funds in closed banks are avoidable only by requir- 
ing that depositories provide security against such losses through surety 
bonds or pledged securities. Surety bonds are generally recognized as 
preferable to pledged securities. 


3. The administrative organization provides for the separation of finan- 
cial functions and furnishes a system of internal checks on financial 
routines. 

It is an accepted principle of administrative organization that there 
should be a division of responsibility for the various phases of financial 
management. Formulation of financial policy, appropriation of funds, 
and authorization of payments are functions of the school board. Prepa- 
ration and execution of the expenditure budget, accounting, and report- 
ing are functions of administration. The custody of funds should be 
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the sole function of the school treasurer and payments should be made 
only on proper authorization. The audit should be made by independent 
auditors. When administrative and managerial functions are not clearly 
defined and differentiated, there is increased opportunity for collusion, 
fraud, and graft. 


4. Personal financial interest of school officials and employees in con- 
tracts made by the school board is prohibited. 

It is an accepted rule of common law that public servants shall 
not be interested directly or indirectly in any contract made with the 
agency of which they are members. To permit school officials and em- 
ployees to profit in any way from the financial transactions of the school 


board opens the way to collusion and graft. Such practices should be 
strictly prohibited by law. 


Research service.—1. The state department of education maintains a 
comprehensive program of research on the problems of school finance. 
The purposes of such a research program should be to analyze school 
costs and related factors, evaluate administrative organization and pro- 
cedure, formulate standards of service and materials, and aid state and 
local administrative officials in the solution of financial problems. 


LINES OF PROGRESS 


Examination of the systems of state control of school finance now 
in operation reveals many deficiencies. No state has yet developed a 
complete system of controls which conforms to the principles and 
criteria proposed above. 

Much progress has been made, however, in certain areas of financial 
administration. The principles of state school support have been clarified 
and effective methods of distributing state school funds have been de- 
veloped. There has been a marked increase in state support of public 
schools. In consequence the burden of school taxes is more equitably 
distributed and more adequate revenues are available for schools. The 
greater emphasis on general and equalization support and an at- 
tendant decrease in the development of state subsidies for special services 
and projects is significant from the standpoint of financial control. Special 
subsidies introduce rigidity into local financial administration, are antag- 
onistic to equalization of educational opportunity and support, and tend 
to overemphasize the subsidized services at the expense of the general 
program. Methods of apportioning state school funds which are free 
from special controls permit the development of better integrated and 
codrdinated systems of state and local financial administration. 

Many improvements have been made in budgeting, accounting, 
reporting, and auditing procedures and many of these improvements 
have been included in the state requirements. Budgeting, accounting, and 
auditing are fundamental to efficient administration and control of school 
finance. There is great need in a number of states for more adequate 
requirements in budgeting, accounting, and auditing practice. 

Effective programs of research have been carried on by a number of 
state departments of education. Studies of school costs, school support, 
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and school organization have been of considerable value in the solution 
of state and local problems in school finance. In addition, several state 
departments of education have conducted surveys of local school systems 
which have contributed much to economy and efficiency in local adminis- 
tration and organization of schools. The research services of state de- 
partments of education should be greatly increased. 

While the current trends toward centralization of control of school 
finance have in the main been beneficial, certain regressive tendencies 
have been noted. Increased restrictions on local school tax levies prevent 
the development of effective educational programs in many areas, ob- 
struct local initiative, and hinder local school administration in the 
discharge of its responsibilities. Similar results follow when local school 
administration is deprived of its fiscal independence. These methods 
of easing the burden of taxpayers react to the detriment of education 
and have no place in a constructive program of state control of school 
finance. 

The reorganization of local school units is the most imperative need 
in the administration and organization of American school systems. 
Centralized control is not an effective substitute for competent local 
administration. State administration and supervision can function suc- 
cessfully only when it operates through an adequate local administra- 
tive organization. Excessive cost, inadequate educational service, and 
inefficient management will continue to be characteristic of the public 
schools in many areas as long as the multitude of small school districts 
is retained. 

There is also great need for more adequate state school administra- 
tion. Many of the objectionable results of regulation by statute could 
be eliminated if the state board of education and the state department 
of education were able to perform their functions. If more attention 
were given to the establishment of adequate state and local administra- 
tive organizations there would be much greater possibilities in achieving 
the objectives of the public school system and in realizing the purposes 
of financial controls. 
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